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Auditors' Report to the Shareholders of
Elscint Limited

We have audited the accompanying consolidated balance sheets of Elscint Limited ("the
Company") and subsidiary companies as of December 31, 2001 and 2000, and the related
consolidated statements of operations, shareholders’ equity and cash flows, for each of the three
years, the last of which ended December 31, 2001. These financial statements are the
responsibility of the Company’s Board of Directors and of its Management. Our responsibility
is to express an opinion on these financial statements based on our audits.

We did not audit the financial statements of certain subsidiaries, including those consolidated
by the proportionate consolidation method, whose assets constitute 60% and 55% of the total
consolidated assets as of December 31, 2001 and 2000, respectively, and whose revenues
constitute 28%, 25% and 9% of the total consolidated revenues for the years ended December
31, 2001, 2000 and 1999, respectively. The financial statements of those subsidiaries were
audited by other auditors whose reports thereon were furnished to us. Our opinion, insofar as it
relates to amounts emanating from the financial statements of such subsidiaries, is based solely
on the said reports of the other auditors. Furthermore, the data included in the financial
statements relating to the net asset value of the company’s investments in affiliate and to its
equity in its operating results is based on the financial statements of the affiliate, which was
audited by another auditor.

We conducted our audits in accordance with generally accepted auditing standards, including
standards prescribed by the Auditors Regulations (Manner of Auditor's Performance) - 1973.
Such standards require that we plan and perform the audit to obtain reasonable assurance that
the financial statements are free of material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by the
Board of Directors and by Management, as well as evaluating the overall financial statement
presentation. We believe that our audits and the reports of other auditors provide a reasonable
basis for our opinion.

In our opinion, based on our audits and on the reports of the above mentioned other auditors,
the consolidated financial statements referred to above present fairly, in all material respects,
the financial position of the Company and subsidiary companies as of December 31, 2001 and
2000 and the results of their operations, the changes in the shareholders' equity and their cash
flows for each of the three years, the last of which ended December 31, 2001 in conformity
with generally accepted accounting principles (GAAP) in Israel.
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As explained in Note 2, the above mentioned financial statements are stated in values adjusted
for the changes in the general purchasing power of the Israeli currency, in accordance with
opinions of the Institute of Certified Public Accountants in Israel.

As discussed in Note 29 to the accompanying consolidated financial statements, the Company
is defendant in lawsuits and was served with additional claims out of which two claims were
filed in Israel with a request for a recognition as class actions.

Somekh Chaikin
Certified Public Accountants (Isr.)

Haifa, March 25, 2002
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Consolidated Balance Sheets as of

Elscint Limited
and subsidiary companies

Adjusted to the NIS as of December 2001

ASSETS

Current assets

Cash and cash equivalents

Short-term investments and deposits

Accounts and notes receivable - trade

Other accounts receivable and prepaid expenses
Inventories

Long-term accounts and
Investments

Long-term receivables
Investments and loans
Investment in affiliated company
Venture - Capital investments

Fixed assets, net
Other assets, net

* Reclassified.

/s/ A.R. Goren

A.R. Goren
Chairman of the Board of Directors

The accompanying notes are an integral part of the financial statements.
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Convenience
translation
(Note 2A)
December 31, December 31, December 31,
2001 2000 2001
Adjusted NIS Adjusted NIS U.S.$
Note (thousands) (thousands) (thousands)
4 275,986 272,036 62,497
5 145,685 168,354 32,990
6 98,019 78,052 22,196
7 36,986 * 154,598 8,375
8 57,106 63,249 12,932
613,782 736,289 138,990
9 21,367 * 19,651 4,839
10 325,762 * 438,842 73,769
11.A - 60,559 ]
11.B 27,718 5,865 6,277
374,847 524,917 84,885
12 1,289,492 886,165 292,005
13 11,200 4,190 2,536
2,289,321 2,151,561 518,416
/s/ Rachel Lavine
R. Lavine
President
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Consolidated Balance Sheets as of

Elscint Limited
and subsidiary companies

Adjusted to the NIS as of December 2001

LIABILITIES AND
SHAREHOLDERS’ EQUITY

Current liabilities

Short-term credits

Accounts payable - trade

Accrued liabilities and deferred income

Advance from customer in respect of
project in progress, net

Long-term liabilities

Long-term debts

Deferred income tax liability

Liability for employee severance benefits, net

Minority interest
Commitments and contingent liabilities
Shareholders’ equity

Date: March 25, 2002

* Reclassified.

The accompanying notes are an integral part of the financial statements.
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Convenience

Translation

(Note 2A)

December 31, December 31, December 31,

2001 2000 2001

Adjusted NIS Adjusted NIS U.S.S

Note (thousands) (thousands) (thousands)
14 419,684 353,215 95,037
115,414 * 94161 26,136
15 194,074 * 241,166 43,948
16 1,444 11,042 327
730,616 699,584 165,448
17 565,397 567,255 128,034
20 17,180 3,367 3,890
18 1,192 2,221 270
583,769 572,843 132,194
26,214 - 5,936

22,29
19 948,722 879,134 214,838
2,289,321 2,151,561 518,416
5




Consolidated Statements of Operations

Elscint Limited

and subsidiary companies

Adjusted to the NIS as of December 2001

Income from sales and services
Sales of systems and sub-assemblies
Operating and managing hotels
Revenue from contracts

Cost of sales and services
Systems and sub-assemblies
Hotel operations

Cost of contracts

Gross profit

Research and development costs, net
Hotel depreciation, amortization
and operation expenses
Initial expenses
Selling and marketing expenses for sales
of systems and subassemblies
General and administrative expenses

Operating (loss) income

Finance income (expense), net
Other income (expense), net

Income before income taxes
Income taxes

Income (loss) after income tax

The Company’s share in net earnings (losses)

of affiliated companies

Minority interest in loss of a subsidiary, net

Net income (loss)

Basic earnings (loss) per ordinary
share (NIS 0.05 par value)

The accompanying notes are an integral part of the financial statements.
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Convenience
translation
(Note 2A)
Year ended December 31, December 31,
2001 2000 1999 2001
Note Adjusted NIS (thousands) U.S.$ (thousands)
23
376,475 365,141 313,819 85,252
133,245 101,496 26,072 30,173
9,598 19,125 - 2,173
519,318 485,762 339,891 117,598
24
344,721 341,116 307,862 78,062
91,735 65,660 18,477 20,773
6,997 17,132 - 1,584
443,453 423,908 326,339 100,419
75,865 61,854 13,552 17,179
- - 2,489 -
30,195 21,714 5,627 6,838
3,790 1,735 - 858
920 1,275 2,143 208
25 36,325 33,694 23,079 8,226
4,635 3,436 (19,786) 1,049
26 62,284 (17,591) 28,395 14,104
27 750 52,064 (3,074) 170
67,669 37,909 5,535 15,323
20 5,151 546 15,028 1,166
62,518 37,363 (9,493) 14,157
11A (9,295) 3,566 7,670 (2,105)
1,233 - - 279
54,456 40,929 (1,823) 12,331
Adjusted NIS U.S.$
28 3.26 2.45 (0.11) 0.74
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Consolidated Statements of Shareholders' Equity

Elscint Limited
and subsidiary companies

Adjusted to the NIS as of December 2001

Balance at
December 31, 1998

Loss for the year
Employee stock options
exercised and paid
Amounts paid in excess
of net book value of
assets purchased from
the controlling party
Foreign currency
translation adjustments

Balance at
December 31, 1999

Net income for the year
Employee stock options
exercised and paid
Foreign currency
translation adjustments

Balance at
December 31, 2000

Net income for the year

Issuance of shares to
employees

Foreign currency

translation adjustments

Balance at
December 31, 2001

Share Capital Capital Cumulative Retained Loan to Total
capital surplus reserve foreign earnings employees  shareholders’
currency for purchase equity
translation of Company's
adjustments Shares
Adjusted NIS (thousands)

5,023 668,279 5,590 - 322,622 - 1,001,514
. . - - (1,823) - (1,823)

19 9,794 - - - - 9,813

- - (5,590) - (154,873) - (160,463)
- - - (3,010) - - (3,010)
5042 678,073 - (3,010) 165,926 - 846,031
- - - - 40,929 - 40,929

2 1,096 - - - - 1,098
- - - (8,924) - - (8,924)
5,044 679,169 - (11,934) 206,855 - 879,134
- - - - 54,456 - 54,456

39 12,160 - - - (12,199) -

- - - 15,132 - - 15,132
5,083 691,329 - 3,198 261,311 (12,199) 948,722

The accompanying notes are an integral part of the financial statements.
7
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Consolidated Statements of Cash Flows for the years ended

Elscint Limited

and subsidiary companies

Adjusted to the NIS as of December 2001

Cash flows from operating activities:
Net income (loss)
Adjustments to reconcile net income (loss) to cash (A)

Net cash provided by (used in) operating activities

Cash flows from investing activities:

Proceeds from sale of net assets and business
on account of prior year, net

Proceeds from sale of affiliated company on
account of prior year

Proceeds from sale of affiliated company

Proceeds from sale of fixed assets

Purchase of fixed assets and other assets

Purchase of venture capital investment -

Proceeds from sale of long-term investments and loans

Proceeds from (purchase of) short-term
investments and loans, net

Purchase of long-term investments and loans

Purchase of investment on cost basis

Proceeds from a disposal of subsidiary company (C)

Investment in an affiliated company

Purchase of the parent company’s shares

Proceeds from (Payments for) investment in
a subsidiary company (B)

Liquidation of subsidiaries companies (D)

Net cash used in investing activities

Cash flows from financing activities:

Proceeds from issuance of share capital
(including capital surplus, net)

Proceeds from long-term debt

Payments of long-term debt

Payment of principal to suppliers for prior year
purchases of fixed assets

Change in short-term credits, net

Net cash provided by financial activities
Net effect of exchange rate changes on cash

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year
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Convenience

translation

(Note 2A)

Year ended December 31, December 31,

2001 2000 1999 2001
Adjusted NIS (thousands) U.S.$ (thousands)
54,456 40,929 (1,823) 12,331
(11,693)  (118,538)  (107,206) (2,648)
42,763 (77,609)  (109,029) 9,683
- - 34,787 -
115,954 - - 26,258
20,890 - - 4,731
486 654 12,629 110
(202,887)  (191,295)  (213,533) (45,944)
(21,852) (6,435) - (4,948)
2,464 80,693 30,638 558
95,034 70,256 (33,289) 21,520
(44,604)  (56,805)  (443.831) (10,101)
(24,535)  (95,320) - (5,556)
- - 218 -

- - (64,694) -

- - (18,473) -

3,380 - (267,975) 765
17) (22,843) - @)
(55,687) (221,095)  (963,525) (12,611)
- 1,098 9,813 -
78,016 208,118 278,823 17,667
(7,904) (159,931 (15,635) (1,790)
- (383) (1,952) -
(56,155) 96,344 113,209 (12,716)
13,957 145,246 384,258 3,161
2,917 (1,080) (795) 661
3950  (154,538)  (689,091) 894
272,036 426,574 1,115,665 61,603
275,986 272,036 426,574 62,497
8




Elscint Limited
and subsidiary companies

Consolidated Statements of Cash Flows for the years ended (cont'd)
Adjusted to the NIS as of December 2001

Convenience
translation
(Note 2A)
Year ended December 31, December 31,
2001 2000 1999 2001
Adjusted NIS (thousands) U.S.3 (thousands)
(A) Adjustments to reconcile net income (loss) to net cash:
Income (loss) and expenses not involving cash flows:
Depreciation and amortization 23,999 28,181 14,496 5,435
The Company’s share in equity in net
losses (earnings) of affiliated companies 9,295 (3,566) (7,670) 2,105
Decrease in value of investments not in
a temporary nature 12,211 - - 2,765
Capital gain (81) (148) (3,060) (18)
Gain from disposal of subsidiary company - (650) (505) -
Gain from disposal of affiliated company - (73,242) - -
Exchange differences on investments
and loans, net (40,964) 3,364 7,030 (9,276)
Changes in liability for employee
severance benefits, net (1,050) (10,602) (43,523) (238)
Loss (gain) from evaluation of marketable securities (570) 1,412 239 (129)
Changes in deferred income taxes 68 18,293 583 15
Minority interest in subsidiary, net (1,233) - - (279)
Changes in assets and liabilities:
Decrease (increase) in:
Accounts and notes receivable - trade, net (15,806) 36,470 (43,245) (3,579)
Other accounts receivable and prepaid expenses 7,370 * 11,746 231,531 1,669
Long-term receivables (1,239) 19,527 24,438 (281)
Inventories 7,716 (5,518) 11,599 1,747
Increase (decrease) in:
Accounts payable-trade 25,621 * (40,386) (27,725) 5,802
Accrued liabilities and deferred income (27,431) * (88,822) (266,539) (6,212)
Advance from customer in respect of project
in progress, net (9,599) (14,597) (4,855) (2,174)
(11,693) (118,538) (107,206) (2,648)
* Reclassified.
The accompanying notes are an integral part of the financial statements.
9

NEWYORK 804337v1 57318-00001 05/29/02




Consolidated Statements of Cash Flows for the years ended (cont’d)

Elscint Limited

and subsidiary companies

Adjusted to the NIS as of December 2001

(B) Acquisition of initially - consolidated subsidiary

(1) In April 2001, the company, through its wholly-owned subsidiary, achieved actual control in

Bucuresti (until that date the investment in Bucuresti was presented on cost basis).

Assets and liabilities of the subsidiary company at the date of initial consolidation are as

follows:

Deficit in working capital (excluding cash), net
Investments on cost basis

Fixed assets, net

Deferred income tax liability

Minority interest

Convenience

translation

Year ended (Note 2A)
December 31, December 31,
2001 2001

Adjusted NIS U.S.%

(thousands) (thousands)
770 174
124,149 28,113

(159,237) (36,059)
12,548 2,842
25,150 5,695
3,380 765

(2) In 1999, the Company, through its wholly-owned subsidiary, acquired 100% of BEA Hotels
N.V. ("BH.") - the investment became the Company’s Hotels Division (see Note 21).

Assets and liabilities of the subsidiary company at the date of acquisition are as follows:

Deficit in working capital (excluding cash), net

Investments and long-term accounts receivables

Fixed assets and other assets, net

Long -term debts

Excess cost over historical cost from transaction
with controlling parties

The accompanying notes are an integral part of the financial statements.
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Year ended
December 31,
1999

Adjusted NIS
(thousands)

74,208
(6,870)
(522,796)
347,946

(160,463)
(267,975)
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Consolidated Statements of Cash Flows for the years ended (cont'd)

Elscint Limited

and subsidiary companies

Adjusted to the NIS as of December 2001

©) Proceeds from realization of previously consolidated subsidiary companies.

In 1999, the Company sold all of its holding in a wholly-owned subsidiary, ElscinTech System Ltd.
Assets and liabilities of the formerly consolidated subsidiary at the time it ceased being consolidated

were as follows:

Working capital (excluding cash), net

Fixed assets, net

Long-term debts

Gain from disposal

Proceed from disposal against account receivables:
Short-term

Long-term

(D) Liquidation of previously consolidated subsidiaries companies

Year ended
December 31,
1999

Adjusted NIS
(thousands)

3,646
432
®)
505

(2,178)

(2,178)

218

In 2001, the Company transferred its wholly-owned subsidiary Elscint Espana S.A. into liquidation.
In 2000, the company transferred six of its wholly-owned subsidiaries (Elscint Cryomagnetics Ltd.,
Elscint Central and Eastern Europe Ltd., Elscint Italia S.R.L. Ltd., Elscint Canada Ltd., Elscint GMBH

and Elscint (GB) Limited) into liquidation.

Assets and liabilities of these formerly consolidated subsidiaries at the time they ceased being

consolidated were as follows:

Convenience
Translation
Year ended Year ended (Note 2A)
December 31, December 31, December 31,
2001 2000 2001
Adjusted NIS Adjusted NIS US.S$
(thousands) (thousands) (thousands)
Deficit in working capital (excluding cash), net a7 (23,055) C)]
Fixed assets net - 22 -
Gain from disposal - 650 -
Investment on cost basis, net - (460) -
17 (22,843) 4)

The accompanying notes are an integral part of the financial statements.
11
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Consolidated Statements of Cash Flows for the years ended (cont'd)

Elscint Limited
and subsidiary companies

Adjusted to the NIS as of December 2001

Year ended December 31,

Convenience
translation
(Note 24)

December 31,

2001 2000

1999 2001

Adjusted NIS (thousands)

U.S.$ (thousands)

(E) Supplemental Schedule of Non-
Cash Transactions and
Investing Activities

Purchase of fixed assets against
accounts payable - 7,451

2,371 -

Purchase of fixed assets against advance
from customer - -

30,495 -

Sale of fixed assets against -
account receivable - 121

Investment in the parent company’s
shares against long-term receivables - -

20,085 -

Investment in company on cost basis
against accrued liabilities - 24,335

Sale of venture capital investment shares
against investment in long term loan - 570

Sale of affiliated company against
other accounts receivable

115,954

Sale of affiliated company against
decrease in accrued liability 12,566 -

- 2,846

The accompanying notes are an integral part of the financial statements.
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Elscint Limited
and subsidiary companies

Notes to the Consolidated Financial Statements

Note 1 - General

A.

The Company and its subsidiaries has been engaged at the balance-sheet date, directly and through

its

investees, in Israel and abroad, in the following areas:

Ownership, management and operation of hotels, through the Park Plaza network, primarily in
major European cities (See Note 21).

Production of sub-assemblies and components, mainly for medical-imaging equlpment
Establishing an entertainment and commercial center at the Herzliya Marina (See Note 30.C).
Venture-capital investments primarily in the Bio-Medical field of operation.

Until 1998, the Company and its subsidiaries were engaged primarily in the medical imaging device
manufacturing field (See Note 27).

In

September 1999, the Company purchased the European hotel division and a project for the

establishment of the entertainment and commercial center at the Herzliya Marina in Israel, from
Related Parties (for additional details - see Note 30.C).

The shares of the Company are registered for trade on the New York Stock Exchange.

De

(D
@)

(€)

(4)

&)

)

™

finitions

The Company - Elscint Ltd. and its investee companies.

Subsidiaries - companies in which the Company holds more than 50% of the voting rights
or of the rights to appoint directors (other than cases in which control is deemed temporary).

Proportionately Consolidated Subsidiaries - companies and joint ventures (including
partnerships) held by the Company, together with other entities, among which there is a
contractual agreement for joint control, according to which resolutions vital to the joint
venture would be made jointly and with the consent of all shareholders and whose financial
statements are (directly or indirectly) consolidated with those of the Company by the
proportionate consolidation method.

Affiliates - companies in which the Company’s (direct or indirect) rights entitle it to
exercise significant influence on their financial and operating policies and which have been
included on the basis of the equity method, in accordance with the principles established by
Opinion No. 68 of the Institute of Certified Public Accountants in Israel (“the Institute”) and
which are not fully or proportionately consolidated.

Investee Companies - consolidated subsidiaries, proportionately consolidated subsidiaries
and affiliates (major investee companies are presented in the appendix to the financial
statements).

Venture - Capital investments - companies, which, at the time of the Company's
investment therein, are mainly engaged in R&D of new, knowledge-intensive products or
product in progresses, the investment in which constitutes above-average risk and at least
90% of their financing originates from shareholders capital, support of government agencies
or investment grants.

Parent Company - Elbit Medical Imaging Ltd. ("EMI")

13
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Elscint Limited
and subsidiary companies

Notes to the Consolidated Financial Statements

Note 1 - General (cont'd)

E. Definitions (cont'd)

(8) Europe Israel Group - Europe Israel (M.M.S)) Ltd. ("EIL"), the controlling party in EMI
and its investee companies.

9 Control Centers - Control Centers Ltd. the controlling party in EIL.

(10)  Control Centers Group - Control Centers and its investee companies.

(11)  Related Parties - as defined in Opinion No. 29 of the Institute, including interested parties
as defined in the Israeli Securitics Regulations (Preparation of Annual Financial
Statements), 1993,

(12)  Adjusted financial statements - as described in Note 2.A.

(13)  Sale transaction - as described in Note 27.

Note 2 - Significant Accounting Policies

A. Financial statements in adjusted value

o))

General

The financial statements are presented on the basis of the historical-cost convention in New
Israeli Shekels (“NIS”) of constant purchasing power (NIS of December 2001) (“Adjusted
Financial Statements™) in accordance with Isracli GAAP.

The Company maintains its accounting records on a current basis in nominal NIS, which
have been adjusted to NIS of constant purchasing power in accordance with Opinion No. 36
of the Institute. Until September 30, 1999, the functional currency of the Company was the
U.S.$. Due to a change in circumstances and in the Company’s main activities, as outlined
in Note 1 above, it was determined that the NIS is the functional currency starting October
1, 1999. The financial statements as of September 30, 1999 were, therefore, adjusted on the
basis of the exchange rate of the U.S.$ in effect at that time and, since then, to the changes
in the Israeli consumer-price index (“CPI™).

The term “cost” in the financial statements refers to adjusted cost, unless otherwise stated.
Comparative figures for the previous periods, have been adjusted to NIS of December 2001.

The adjusted financial statements as of December 31, 2001 and for the year then ended have
been translated into U.S.$ using the representative exchange rate as of that date (U.S.$ =
NIS 4.416). Such translation was made solely for the convenience of the U.S. readers. The
dollar amounts so presented in these financial statements should not be construed as
representing amounts receivable or payable in dollars or convertible into dollars, unless
otherwise indicated.

14
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Elscint Limited
and subsidiary companies

Notes to the Consolidated Financial Statements

Note 2 - Significant Accounting Policies (cont'd)

A.

Financial statements in adjusted value (cont'd)

@

Principles of adjustments
Balance Sheet
The balance-sheet items have been adjusted as follows:

Non-monetary items have been adjusted according to the changes in the exchange rate of the
U.S.$ from date of acquisition up to September 1999 and from that date (or the acquisition
date - the later of the two) up to the balance-sheet date - based on the changes in the CPIL.

Monetary items (representing amounts receivable or payable at stated values or reflecting
realizable values) are presented in the balance sheet at their nominal values.

The value of investments in investee companies and minority interest in consolidated
subsidiaries have been determined on the basis of the adjusted financial statements of these
companies.

The adjusted amounts of non-monetary assets do not necessarily represent realizable or real
economic value, but only the original values adjusted for the changes in the purchasing
power of the currency of measurement.

Statement of operations
The components of the statement of operations have been adjusted as follows:

Income and expenses (other than those stemming from non-monetary items and except for
financing) relating to transactions carried out during the period - revenues, cost of revenues,
labor costs, etc. - have been adjusted, on a monthly basis at the time the related transactions
were carriéd out, based on the changes in the dollar exchange rate from the date of each
transaction and up to September 30, 1999, and from that date - (or the transaction date - the
later of the two), up to the balance-sheet date, based on the changes in the CPI. The
inflationary adjustment of monetary balances relating to the aforesaid transactions has been
included in financing income or expenses as applicable.

Income and expenses stemming from non-monetary items (such as depreciation and
amortization) and the items relating to balance sheet accruals have been adjusted on the
basis of specific indices concurrent to the adjustment of the corresponding balance-sheet
item.

The erosion of tax advances, net of refunds claimed, is included in current income taxes.

The Company’s share in earning of affiliated companies as well as that of the minority

‘interest in the results of investee companies has been determined on the basis of their

financial statements.

Net financing reflects financial expenses, net of financial income in real terms (such as
interest on loans and short-term borrowings) as well as the inflationary erosion of monetary
items stemming from transactions included in the statement of operations and gains or losses
from marketable securities.

15

NEWYORK 804337v1 57318-00001 05/29/02




Elscint Limited
and subsidiary companies

Notes to the Consolidated Financial Statements

Note 2 - Significant Accounting Policies (cont'd)

A.

Financial statements in adjusted value (cont'd)
(2) Principles of adjustments (cont'd)
Investee companies operating abroad

Investee companies operating abroad and constituting “autonomous entities” prepare their
financial statements in accordance with the principles established in Opinion No. 36 of the
Institute in the currency of their country of residence, which is their functional currency. The
financial statements of these companies were translated to NIS, subsequent to their adjustment to
the CPI in their country of residence, according to the exchange rate in effect on the balance-
sheet date. Differences arising between the adjustment of the Company’s investment amount in
the investees (including monetary balances of a capital nature) on the basis of the changes in the
Israeli CPI, and the adjustment of the Company’s share in the shareholders’ equity of these
investees, based on the changes in the exchange rate of the local currency against the NIS and the
local CPI, are included in “foreign exchange translation differences of foreign investees" in
shareholders’ equity. Financial differences arising from loans in foreign currency used for the
financing of investments in foreign autonomous entities as well as income taxes relating to such
differences have also been included in that component of shareholders’ equity.

Investee companies operating abroad and constituting an extension of the Company (as defined
in Opinion No. 36 of the Institute) prepare their financial statements in foreign currency. The
financial statements of these companies were translated to NIS, with non-monetary balance-sheet
items translated by historical exchange rates and adjusted up to September 1999 based on the
dollar’s exchange-rate differences, and from then on (or from date of acquisition - the later of the
two) adjusted to changes in the CPI. Monetary balance-sheet items were adjusted on the basis of
the exchange rate in effect on the balance-sheet date. The statement-of-operations items were
adjusted up to September 1999 by the average exchange rates prevailing on the date of the
transactions, and from then on (or from date of transaction - the later of the two) adjusted to the
CPL Differences arising from these translations are included in financial expenses.

Principles of consolidation

The financial statements include the accounts of the companies in which the Company has control.
Jointly controlled companies have been included on the basis of the proportionate-consolidation
method.

As to companies which were consolidated the first time - see Note 3.

As to companies which where consolidated in the past but Wthh are not included in the
consolidation for the reported period - see Note 3.

Material inter-company balances and transactions among the Group companies have been eliminated
in the consolidation.

The excess of cost of the Company's investments in consolidated subsidiaries which is not related to
identifiable assets and liabilities ("Goodwill"), is included in "Intangible assets and deferred charges,
net" and is amortized by the straight-line method over a period of ten years.

The excess of cost of investments allocated was apportioned to assets and liabilities, to relevant items
in the balance sheet.

Regarding the Company’s investments in a company in which actual control had not been attained by
December 31, 2000 - see Note 21.C.
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Elscint Limited
and subsidiary companies

Notes to the Consolidated Financial Statements

Note 2 - Significant Accounting Policies (cont'd)

C.

Cash and cash equivalents

Cash equivalents include unrestricted liquid deposits with an original maturity not exceeding three
months.

Securities

Investments in marketable securities, designated by management for sale in the short term, are
included in current assets at their market value at the balance-sheet date. Changes in the value of
such securities are included in the statement of operations as incurred.

Investments in securities not designated by management for sale in the short term, and which are
not part of the Company’s liquid resources are presented at cost except when a provision has been
made for a decline in value not of a temporary nature.

Allowance for doubtful debts

The allowance has been determined on specific balances, the collection of which - in the opinion of
management - is doubtful.

Inventories
Inventory is stated at the lower of cost or market value. Cost is determined as follows:
- Raw materials and spare parts - on a “moving average” basis.

- Finished products and work in process - on the basis of production cost, which includes the
cost of materials, labor cost and indirect manufacturing expenses.

- Hotel inventories (including food, beverages and current operating supplies) - by the first-

in first-out ("FIFO") method.

Project in progress and advance from customer

Construction work is presented at cost, including identified direct costs and joint indirect costs. The
direct costs are charged to projects based on specific identification, as noted, whereas the joint
indirect costs are allocated to the projects based on relative costs. The balance of the costs
presented in the balance sheet, is net of those costs which were charged to the statement of
operations based on the percentage completed. The advances received from customer, net of the
portion credited to the statement of operations based on the percentage completed, are presented net
of project in progress.

The market value of the buildings under construction, building projects and contractor work, is
calculated based on the expected consideration in accordance with engineering estimates.

Investments in affiliated companies

Investments in affiliated companies are presented in the Company's financial statements by the
equity method. The excess of the investment’s cost over the Company’s share in the fair value of
the investees’ net identified assets at acquisition is recorded as goodwill and amortized over its
estimated economic benefit period (10 years).
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Elscint Limited
and subsidiary companies

Notes to the Consolidated Financial Statements

Note 2 - Significant Accounting Policies (cont’d)

L.

Venture - capital Investment

Investments of consolidated subsidiaries constituting venture-capital funds in “venture-capital
investments”, as defined by Standard No. 1 of the Israeli Accounting Standards Board, have been
included on the basis of cost which - in the opinion of management - does not exceed their fair
value.

Fixed assets

(1) Fixed Assets are stated at cost. Investment grants received, were deducted in arriving at the cost
of the assets in respect of which the grant had been made.

(2) The cost of the land and building construction includes costs in respect of which the Company’s
commitment had been crystallized up to each financial statement date (i.¢., all major conditions
required for the conclusion of the commitment and its implementation had been fulfilled) and its
amount determined. Amounts not yet paid by the balance-sheet date are, therefore, presented as
a liability.

(3) Improvements and renovations are capitalized. Maintenance and repair expenses are charged to
operations as incurred.

(4) Financial expenses in real (non-inflationary) terms, in respect of borrowings used for
construction (including the acquisition of the related land) as well as direct supervision and
construction costs incurred in the pre-operating period, have been capitalized to the cost of the
buildings. As for the capitalization of borrowing costs - see item P below

(5) Assets under a capital lease are presented as assets of the Company on the basis of their
purchase price (net of the financing component included therein). The present value of leasing
fees payable has been presented as a liability, with its interest component charged to operations,
as a financial expense, over the period of the liability and in proportion to its balance.

As for fixed assets acquired from companies having controlling interest in the Company - see
item T below.

(6) Depreciation is computed by the straight-line method at annual rates considered sufficient to
depreciate the assets over their useful lives. Leasehold improvements are amortized over the
estimated useful period, which does not exceed the leasing period. Annual depreciation rates

follow:

%
Freehold Land 0
Leasehold land Over leasing period
Buildings 2-25
Hotels 1.5
Systems in Hotels 7 average
Machinery, equipment and computers 7 -33
Leasehold improvements 10 -33
Sundry 10 -33
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Elscint Limited
and subsidiary companies

Notes to the Consolidated Financial Statements

Note 2 - Significant Accounting Policies (cont’d)

K. Other assets and deferred expenses

(1) Pre-opening hotel expenses
Pre-opening expenses of a hotel (mainly - employee training, testing of hotel systems and
preparation of the hotel for opening) are stated at cost and amortized over a three-year
period from commencement of operations.

2) Expenses for obtaining loans
Expenses incurred in obtaining loans are capitalized as incurred and included in the statement
of operations over the loans’ period of benefit and in relation to their balance.

3) Project development costs
Operating expenses relating to initiation activities (prior to the finalization of the land
acquisition, etc.) are capitalized as incurred, when the property acquisition is probable, and
are charged to the cost of the real estate project upon execution of the transaction, otherwise
these expenses are charged to the statement of operations.

“ Cost of obtaining long-term leases
Expenses for obtaining long-term leases are capitalized as incurred and charged to operations
over the lease period.

L. Long-term receivables and liabilities

(1) Long-term loans for a fixed period, which do not bear stated interest or interest rate lower than the
market interest, when the difference between the adjusted value of the balances and their present
value is material, are stated at present value (discounted at market interest rates in effect for
similar loans). The effective interest is charged to operations over the term of the loan.

(2) Short-term supplier credit and other liabilities, as well as short-term bank borrowings used for
establishing hotels and whose repayment sources are anchored in long-term financing agreements
with financial institutions, have been included as long-term liabilities, with related repayment
schedules included in accordance with those of the corresponding long-term loans, as stipulated in
the relevant agreements with the financing bodies.

M. Income taxes

Deferred taxes are calculated in respect of temporary differences between income and expenses
included in the financial statements and for tax purposes, in respect of the difference between the
adjusted value of non-monetary depreciable assets (except for buildings) and the amount allowed for
tax purposes, as well as in respect of tax losses carried forward. Deferred taxes are computed based
on the tax rates expected to be in effect when they are realized, to the extent they are known at the
financial statements preparation date. The Company provides a valuation allowance to reduce
deferred tax assets to their estimated realizable value.

The deferred taxes do not include taxes which would have been applicable in case of future
realization of investments in consolidated subsidiaries, or upon the receipt of retained earnings as
dividends, since for some, the receipt of dividends and/or earnings arising from their sale is tax-
exempt and, for others, management’s policy is not to sell and/or distribute earnings as a dividend or
in any other manner in the foreseeable future in a manner that would create a material additional tax
liability for the Company.
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Elscint Limited
and subsidiary companies

Notes to the Consolidated Financial Statements

Note 2 - Significant Accounting Policies (cont’d)
N. Revenue recognition

- Revenue from the sale of sub-assemblies - is recognized upon shipment. Provisions for
related product and systems warranties are computed on the basis of past experience.

- Revenue from hotel operations - is recognized upon performance of the service.

- Revenues from contractual work - are reported by the “percentage of completion” method,
in accordance with Standard No. 4 of the Israeli Accounting Standards Board. The
completion rate determined by the proportion of the costs incurred to the total estimated
cost, based on an evaluation made by the Company’s engineers. The cost of long-term
projects in progress includes direct costs and the allocated indirect expenses. Differences in
estimates emerging at the stage of invoice approving are reflected in the year determined.
Expected losses are provided for in full.

0. Research and development costs, net

Research and development expenses, net of grants and participation of third parties (mainly the
Office of Chief Scientist), are included in operations, as incurred.

P. Capitalization of finance costs

The Company capitalizes borrowing costs in accordance with Standard No. 3 of the Israeli
Accounting Standards Board; accordingly, both specific and non-specific borrowing costs are
capitalized to qualified assets (assets in preparation or under construction not yet in designated use
and whose preparation for this purpose requires a prolonged period of time). Non-specific
borrowing costs are capitalized to these qualified assets or to that portion not financed by that
specific borrowing by using a rate constituting a weighted average of the expenses in respect of the
Company borrowing sources not specifically capitalized.

Q. Earnings per share

Earnings (loss) per share have been computed in accordance with Opinion No. 55 of the Institute
based on a weighted-average number of paid-up share capital outstanding during the year. (See Note
28).

R. Financial instruments

The fair values of financial instruments (bank deposits, marketable securities, long-term liabilities
and other working capital items) are principally determined by Management based upon the present
value of the expected cash flows from their realization, which do not materially differ from their
book value. The financial instruments are presented in the financial statements at their book value as
of the balance sheet date. Financial instruments which their book value, differ from the fair value are
presented in Note 31.

S. Derivative financial instruments

Derivative financial instruments not held for hedging are stated at an estimate of their fair value.
Changes in their fair value during the reporting period are included in the statement of operations. .

T. Presentation of transactions between the Company and the controlling shareholder

Investments in investees, acquired from companies that are controlling shareholders of the
Company, are included according to their adjusted value on the books of the transferring companies
immediately prior to acquisition, in accordance with the Securities Regulations (Presentation of
Transactions Between a Company and its Controlling Party in the Financial Statements), 1996. The
difference between the price paid for that investment and the transferor’s book value is recorded
directly to shareholders’ equity.
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Elscint Limited
and subsidiary companies

Notes to the Consolidated Financial Statements

Note 2 - Significant Accounting Policies (cont’d)

U.

V.

Risks and uncertainty associated with the use of estimates

The preparation of financial statements in conformity with generally accepted accounting principles
requires of Group companies’ managements to make estimates and assumptions affecting the
reported balance-sheet amounts of assets and liabilities. These estimates and assumptions also affect
disclosure of contingent assets and liabilities at the issuance date of the financial statements, and the
reported amounts of revenues and expenses during the reporting periods. Actual data and operating
results may differ from these estimates.

(1) Implementation of recently issued accounting standards

In May 2001, the Israeli Accounting Standards Board published Accounting Standard No. 7 -
Subsequent Events. The new standard determines when a company must make an adjustment
in its financial statements for events occurring after the balance sheet date, and the disclosure
required for a company with respect to the date on which the financial statements are approved
for publication and regarding events occurring after the balance sheet date. This standard
supersedes Sections 1, 2(1) and 3-7 of Opinion No. 11 of the Institute of Certified Public
Accountants in Israel. This accounting standard applies to financial statements for periods
ending on or after December 31, 2001.

In July 2001, the Israeli Accounting Standards Board published Accounting Standard No.11 -
Segment Reporting. The new standard applies to companies whose securities are registered or
in the process of being registered for trading on any stock exchange, or where a full set of their
financial statements is published to the public under any law. The standard requires the
inclusion of data with respect to business segments and geographic segments, and also
provides detailed guidance for identifying business and geographic segments. This accounting
standard applies to financial statements for periods beginning on or after January 1, 2002.

The Company has applied this standard in its financial statements as of December 31, 2001.

(2) Effect of new accounting standards not yet implemented

During 2001, the Israel Accounting Standards Board published Accounting Standard No. 12 -
Discontinuance of Adjustment of Financial Statements. Pursuant to this standard, the
adjustment of financial statements will be discontinued as of January 1, 2003. Until December
31, 2002, the Company will continue to prepare financial statements adjusted in accordance
with Opinion 36 of the Institute of Certified Public Accountants in Isracl. The adjusted
amounts included in the financial statements as of December 31, 2002 will constitute the
starting point for the nominal financial statements as of January 1, 2003.

Implementation of this standard may have a significant negative effect on the reported results
of the Company. The extent of the effect will depend on the rate of inflation and the
Company’s sources of financing.

In 2001, the Israel Accounting Standards Board published Accounting Standard No.13 - Effect
of Changes in the Rates of Exchange of Foreign Currency. This standard deals with translation
of transactions in foreign currency and translation of financial statements of outside activities
for the purpose of their inclusion in the financial statements of the reporting entity, and
supersedes the provisions of Clarifications 8 and 9 to Opinion 36 of the Institute of Certified
Public Accountants in Israel, which will be discontinued upon the entry into effect of
Accounting Standard No. 12 - Discontinuance of Adjustment of Financial Statements. This
standard will apply to financial statements for periods commencing after December 31, 2002.
At this time, it not possible to estimate the effects of this standard on the financial statements.
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Elscint Limited
and subsidiary companies

Notes to the Consolidated Financial Statements

Note 2 - Significant Accounting Policies (cont’d)

Ww.

Rate of exchange and linkage base

Assets and liabilities in foreign currency or linked thereto are stated on the basis of the exchange
rate prevailing on the balance-sheet date.

Balances linked to various indices are stated on the basis of the contractual linkage terms of each
linked asset or liability.

(1) Following are details of consumer-price indices and exchange rates of foreign currencies of
countries in which the Company is active:

December 31
2001 2000
CPI - in points
Holland - 117.4 1124
Hungary 389.2 364.1
England 173.4 171.2
Belgium 109.6 107.2
Romania 130.3 100.0
Israel 108.1 106.6
NIS exchange rate
US.$ 4.416 4.041
Pound Sterling 6.400 6.032
Euro 3.907 3.763
1000 Hungarian forint 15.860 14.192
1000 Romanian Lei 0.140 0.156
) Following are details of the changes in the CPI and the exchange rates of foreign currencies in
the countries in which the Company is active (in %):
Year ended December 31
2001 2000 1999
% % %
Israeli CPI 1.41 0.00 1.34
U.S.$ exchange rate 9.28 (2.70) 0.17)
Period from
Year ended December 31, September 2, 1999 to
2001 2000 December 31, 1999
%o % %
Changes in the CPI
Holland 4.45 2.89 (0.18)
England 1.28 2.33 0.66
Belgium 2.18 249 0.67
Hungary 6.90 10.13 1.80
Romania 30.30
Changes in NIS exchange rate
Pound sterling 6.10 (10.12) (1.29)
Euro 3.84 9.87) (7.45)
Hungarian forint : 11.70 (13.41) (7.58)
Romanian Lei (11.40)

*) Date on which the hotel division began operations within the Company.
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Elscint Limited
and subsidiary companies

Notes to the Consolidated Financial Statements

Note 3 - Consolidated Financial Statements

A. Liquidation of previously consolidated subsidiary company

The consolidated financial statements do not include assets and liabilities of its wholly-owned
subsidiary, Elscint Espana S.A. which was formerly consolidated and has been transferred into
liquidation on June 30, 2001 but does include the results of operations and cash flows until the date of
liquidation.

The condensed financial information of this company composed as follows:

Balance sheets
Date of exit from December 31,
consolidation 2000
Adjusted NIS (thousands)

Cash and cash equivalents - 122
Deficit in working capital (excluding cash), net a7n (6,199)
Fixed assets, net - -
Long-term accounts receivables - trade - 907

B. Acquisition of initially consolidated subsidiary

In April 2001, the Company, through its wholly-owned subsidiary, achieved actual control in Bucuresti
(until that date the investment in Bucuresti was presented on cost basis).
The condensed financial information of the company is as follows:

Balance sheets
December 31,
2001

Adjusted NIS
(thousands)

Current assets 8,249
Fixed assets, net 177,293

185,542

Current liabilities 5,428
Long-term liabilities 13,963
Minority interest 26,214
Shareholders' equity 139,937

185,542

Statements of operations
Nine months
period ended
December 31,
2001

Adjusted NIS
(thousands)

Net revenues 29,070
Loss (1,507)
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Notes to the Consolidated Financial Statements

Elscint Limited
and subsidiary companies

Note 4 - Cash and Cash Equivalents

Consist of the following:

In Israeli currency (i)
In foreign currencies (i1)

1) Bearing interest of 3%-5%.

(i1) Bearing interest of 0.9%-2%.

Note 5 - Short-Term Investments and Deposits

Consist of the following:

Deposits in banks and in financial institutions (i)
Current maturities of long-term bank deposits
Marketable securities

Others

@ Mainly in U.S.$, bearing interest of 0.7% - 2.1%.

Regarding pledging, see Note 22.
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December 31, December 31,
2001 2000

Adjusted NIS (thousands)

24,481 25,635
251,505 246,401
275,986 272,036

December 31, December 31,
2001 2000

Adjusted NIS (thousands)

80,857 165,737
61,824 -
2,532 1,808
472 809
145,685 168,354
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Notes to the Consolidated Financial Statements

Elscint Limited

and subsidiary companies

Note 6 - Accounts and Notes Receivable - Trade

Consist of the following:

Accounts receivable

Notes receivable (net of deferred interest)

Allowance for doubtful debts

Note 7 - Other Accounts Receivable and Prepaid Expenses

Consist of the following:

Accrued interest

Government of Israel

Foreign governmental institutions
Receivable from employees
Prepaid income taxes

Prepaid expenses

Advances to suppliers

Related parties

Deferred income taxes
Promissory note (see note 11.A.2)

Sundry
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December 31,
2001

December 31,

2000

Adjusted NIS (thousands)

140,247 114,983
39,994 42,193
180,241 157,176
(82,222) (79,124)
98,019 78,052
December 31, December 31,
2001 2000

Adjusted NIS (thousands)

289 1,916
605 1,264
2,814 1,904
61 173
2,688 1,951
2,121 2,989
2,533 3,241
18,100 13,130
32 310

- 115,956
7,743 11,764
36,986 154,598
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Elscint Limited
and subsidiary companies

Notes to the Consolidated Financial Statements

Note 8 - Inventories

Consist of the following:
December 31, December 31,
2001 2000

Adjusted NIS (thousands)

Raw materials, mainly components (1) 23,855 28,279
Work in process 24,802 29,925
Finished products 5,207 3,450
Hotels inventories 3,242 1,595

57,106 63,249

(1)) Includes raw materials in transit at December 31, 2001 and 2000 of NIS 753 thousand and NIS 1,431
thousand, respectively.

Note 9 - Long-Term Receivables

Consist of the following:
December 31, December 31,
2001 2000
Adjusted NIS (thousands)
Accounts receivables - trade (1) 1,225 1,546
Notes receivables - trade (net of deferred interest) (i) 7,208 20,129
Other receivables - 877
Deferred income tax 9,593 8,999
Formerly consolidated subsidiaries 6,740 * 3,185
24,766 34,736
Allowance for doubtful debts . (3,399) (15,085)
21,367 19,651
(i) The aggregate maturities of long term receivables as of December 31, 2001, are as follows:
Adjusted NIS
__(thousands)
Second year 6,074
Third year 1,531
Fourth year 481
Fifth year 182
Thereafter 165
8,433
* Reclassified.
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Elscint Limited
and subsidiary companies

Notes to the Consolidated Financial Statements

Note 10 - Investments and Loans

Consist of the following:

December 31, December 31,
2001 2000

Adjusted NIS (thousands)

Deposits in banks and financial institutions (i) (vi) (vii) 312,167 273,205

Long-term loan receivable (i1) (vii) 6,826 -

Long term loan to shareholders of investee companies (iii) (vii) 24,613 499

Investment in marketable securities, at cost (iv) 38,560 38,560

Investments at cost (v) 3,459 124,438

Others (vii) 1,961 2,140

387,586 438,842

Less: Current maturities of long term deposits 61,824 -

325,762 438,842

1) Mainly in U.S.$, bearing interest of 0.7% - 1.8%.

(i1) Israeli CPI linked non-interest bearing. See note 11.A.1.

(i)  Loans to the management company, see note 22.A.7, loans to Elscint Biomedical Ltd. CEO. See
note 11.B.3.

(iv) On July 21, 1999 the Company entered into agreement with its former chairman of the board,
according to which the Company acquired from him and from a company under his control a total of
885,140 EMI shares (constituting then 3.8% of the then total share capital) in exchange for NIS 38.6
million. In respect of the shares subject - at the time of signing the agreement - to transfer
restrictions, the share-transfer certificates had been deposited with a trustee who received from the
seller irrevocable instructions to transfer them to the Company immediately upon the lifting of that
restriction (225,571 shares will be fully vested on January 13, 2002).

) On December 31, 2000 includes investment in a company, in the amount of NIS 119,654 thousand,
in which effective control had not been attained by December 31, 2000, see note 21.C.

(vi) Deposits pledged as security for the repayment of loans obtained by Group companies and/or to
secure guarantees provided by them in favor of third parties have been included as amounts due
concurrent to the loan repayment dates or release of guarantees for which they had been pledged.

(vil)  The aggregate maturities as of December 31, 2001, are as follows:

Adjusted NIS
(thousands)
2002 61,824
2003 5,522
2004 3,095
2005 6,826
With no maturity date 268,300
345,567
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Elscint Limited
and subsidiary companies

Notes to the Consolidated Financial Statements

Note 11.A - Investments in Affiliated Companies

Consist of the following:

December 31, December 31,

2001 2000

Adjusted NIS (thousands)

Cost of shares and capital notes - 41,842
Loans - 18,947
Equity in net earnings - (230)
- 60,559

Goodwill, net of amortization, included above - 11,852

(1) Gilbridge Holdings Ltd. ("'Gilbridge'') - Formerly affiliated Company

@)

On July 20, 1999, the Company entered into an agreement with its former Chairman for the
establishment of a joint venture capital fund, Gilbridge, which would engage in investment in
and management of start-up companies in advanced development stages and in special ventures.
The Company held 49% in Gilbridge.

- An agreement was signed in October 2001 between the Company, Gilbridge and its controlling

party and/or the companies under the latter's control (Gil), under which the Company sold all its
shares in Gilbridge and assigned its rights in a capital notes to Gil for U.S.$ 5 million. Further it
was agreed that if, by October 30, 2005, a loan of NIS 18.9 million which has been provided by
the Company to Gilbridge is not fully repaid out of the latter's profits - then the loan must be
repaid in full at that time. No security has been taken in respect of this loan.

In addition, the Company signed agreements with Gil and Gilbridge, canceling all the
agreements formally in effect between the parties for the supply of services by Gil or from
Gilbridge. It was also agreed that Gil and Gilbridge would not be entitled to any additional
consideration and that neither of the parties will have any further claims and/or demands in
respect of the above agreements.

Elgems Ltd. ("Elgems'') - Formerly affiliated company

Until August 2000, The Company and General Electric Medical Systems ("GEMS") jointly and
equally owned Elgems. In August 2000 The Company sold, subject to stipulated conditions, its
entire 50% holdings in Elgems to GEMS in exchange for a promissory note in the amount of
U.S.$ 30 million, to be paid on December 31, 2001. The transaction was completed in
December 2000. The discounted value of the proceeds at December 31, 2000 amounted to U.S.$
28.3 million (based on an annual discount rate of approximately 6% - being the bank’s actual
rate at the beginning of 2001). This transaction resulted in a capital gain of approximately NIS
72 million and was reported in 2000 in the statement of operations as "other income".
Concurrent with the signing of the agreement for the sale of Elgems to GEMS, the Company
entered into an agreement with GEMS, according to which the Company would - subject to the
fulfillment of certain conditions - be the primary and preferred supplier of Elgems for the
production of sub-assemblies and components at agreed prices.
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Elscint Limited
and subsidiary companies

Notes to the Consolidated Financial Statements

Note 11.B - Venture - Capital Investments

)

)

€)

Consist of the folloWing:

December 31, December 31,
2001 2000
Adjusted NIS (thousands)

Investment in Gamida Cell Ltd. (i) 26,147 5,865
Loans to venture - capital investee (i1) | 1,215 -
Others 356 -

27,718 5,865

(i) Gamida Cell Ltd. ("Gamida") is developing a proprietary technology for the multiplication
("expansion") of stem cells harvested from cord blood. The expanded stem cells could
potentially be used for replacement of bone marrow in cancer patients, serve as ideal vehicles
for delivery of gene therapy and ultimately, be used for regenerating organs and tissues. The
Company through its subsidiary Elscint Biomedical Ltd. ("BIO") has ownerships rights in
Gamida of approximately 22% fully diluted (at December 31, 2000 approximately 10% fully
diluted) and 25% of the rights to appoint directors (at December 31, 2000 less than 10%).

The Company has an option to receive an additional 0.7%, exercisable through 2004, in
exchange for U.S.$ 165 thousand. The Company has another option exercisable under certain
conditions to invest additional amounts and increase its holdings therein.

In September 2001, Bio through a subsidiary company incorporated in Holland, invested
U.S.$ 5 million (out of a total of U.S.$ 9.75 million raised) in Gamida, in exchange for 17% of
Gamida’s (fully diluted) equity, and options, which upon the fulfillment of certain conditions
may be exercised into additional investments in Gamida and increasing the holding percentage
therein. These shares have anti-dilution rights and liquidation preference.

(ii) Loans to companies which deals in the biotechnology sector, linked to the U.S.$, bearing
market interest, convertible to the Borrowing companies shares, depending on the fulfillment
of certain conditions.

Bio signed an agreement with a company controlled by its CEO, within the framework of which that
the latter would be entitle to receive non-voting shares representing 2% of Bio's issued and
outstanding share capital, in exchange for their par value. Within the framework of the agreement the
two parties also established guidelines for financing Bio's activity.

Bio signed an additional agreement with a company controlled by its CEO, within the framework of
which it was determined that Bio's venture-capital investments would be carried out so that the latter
would invest 92% and the CEO through its controlled company - 8%. For financing the CEQ’s
investment, Bio would provide him a non-recourse loan bearing interest of LIBOR + 1%. His shares
will be held by a trustee and will be used as security for loan repayment. The loan will be repayable
upon the CEO’s realization of his shares (upon occurrence of any of the events stipulated in the
agreement) and in proportion to the holdings realized by him. Should his employment or consultation
contract be cancelled, Bio would be entitled to acquire his shares in the venture-capital investments (in
whole or in part) at cost and/or fair value in respect to the purchase date.
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Elscint Limited
and subsidiary companies

Notes to the Consolidated Financial Statements

Note 12 - Fixed Assets, Net (cont’d)

B. The fixed assets include:

December 31,

2001 2000
Adjusted NIS (thousands)

Financial expenses capitalized to the cost
of building since acquisition by the Company 65,347 16,378

The annual capitalization rate applicable to the non-specific borrowing cost is 14% (2000 - 7%).

C. According to applicable laws, the Belgian Hotel owned by Astrid Plaza NV ("AP"), is entitled to a
subsidy from the Belgian Government, in respect of investments in fixed assets. The amount of the
subsidy claimed by AP in accordance with these laws was BF 73.8 million, of which BF 36.9
million were already granted. During the year 2000, the Belgian authorities informed AP that the
amount of subsidy to which it was entitled, was only BF 24.6 million. This notice was sent to AP by
the Belgian authorities as a result of a dispute as to AP's classification. Consequently, the fixed-
assets balance at December 31, 2001 increased by BF 49.2 million (NIS 4.8 million).

D. Composition of lands and buildings, classified between ownership and leasing rights:
Consolidated
December 31, 2001
Commercial
center in
Hotels Israel (2) Others Total
Adjusted NIS (thousands)
Ownership 824,575 - 21,373 845,948
Leasing rights (1) 91,092 314,493 1,270 406,855

915,667 314,493 22,643 1,252,803

(1) The ownership rights are mostly recorded in the name of consolidated subsidiaries, which own
the rights in the land and, in part, are undergoing various registration proceedings.

(2) The leasing period extends over 49 years plus a renewal option for an identical period, ending
in 2086 and subject to the lessee's fulfillment of the terms of the lease.

E. Investments in long term leasing rights in Ma'a lot - see Note 22.A.3.
Annual depreciation rates - see Note 2.J.

G. See Note 22 for information relating to the pledging of fixed assets.
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Notes to the Consolidated Financial Statements

Elscint Limited
and subsidiary companies

Note 13 - Other Assets, Net

Consist of the following:

Net balances as of

Accumulated December 31, December 31,
Cost Amortization 2001 2000
Adjusted NIS (thousands)
Pre-opening hotel expenses 10,751 3,261 7,490 1,508
Expenses for obtaining loans 713 475 238 616
Project development costs 3,030 - 3,030 2,066
Cost of obtaining long term leases 442 - 442 -
14,936 3,736 11,200 4,190
Note 14 - Short-Term Credits
Consist of the following:
December 31, 2001
Linkage base NIS (unlinked) U.S.$ Euro Pound sterling Total
Interest rate 11% 2.7%-4.4% 5.9% 5.6%-6.3%
Adjusted NIS (thousands)
Credit from banks 345 - 1,819 2,760 4,924
Short-term loans (1) - 45,585 137,305 98,680 281,570
345 45,585 139,124 101,440 286,494
Current maturities of
long-term debts 133,190
419,684
December 31, 2000
Linkage base NIS (unlinked) U.S.$ Euro Pound sterling Total
Interest rate 16% 5%-7% 5% 7.15%-7.75%
Adjusted NIS (thousands)
Credit from banks ' 1,156 - 1,112 - 2,268
Short-term loans - 85,554 133,852 62,207 281,613
Others - 212 - - 212
1,156 85,766 134,964 62,207 284,093
Current maturities of
long-term debts 69,122
353,215

Regarding pledging, see Note 22.

(1) The balance includes a loan of NIS 249 million received by the Company from an Israeli bank and in
respect of which the Company agreed to provide additional security (see Note 22.C). Within the
framework of the negotiations between the Company and the bank for establishing a long-term credit
line, the bank agreed to schedule the loans, together with the deposits provided as security, for
repayment over 10 years, subject to providing additional, agreed-upon, security. The agreement in
respect of that long-term credit line has not yet been finalized; nevertheless, the companies’
managements believe, based on the understandings reached with the bank, that the loan balance would

in fact be scheduled on a long-term basis.
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Elscint Limited
and subsidiary companies

Notes to the Consolidated Financial Statements

Note 15 - Accrued Liabilities and Deferred Income

Consist of the following:
December 31, December 31,
2001 2000
Adjusted NIS (thousands)
Employees 19,562 16,058
Institutions 3,242 5,270
Accrued liabilities and provisions related to the NM, MRI
and CT sale transactions 126,051 148,005
Accrued liabilities in respect of purchase of fixed assets 6,955 8,171
Deferred interest 759 2,852
Inter Company accounts with the acquiring companies : 5,486 2,500
Accrued liabilities and provisions for services 18,842 40,507
Related parties 2,610 5,948
Others 10,567 11,855
194,074 241,166
Note 16 - Advance From Customer, in respect of Project in Progress, net
Consist of the following:
December 31, December 31,
2001 2000
Adjusted NIS (thousands)
Advance 30,167 30,167
Amount charged to the statements of operations 28,723 19,125
1,444 11,042
33
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Notes to the Consolidated Financial Statements

Elscint Limited
and subsidiary companies

Note 17 - Long-Term Debts

A, Consist of the following:

December 31,
2001

December 31,

2000

Adjusted NIS (thousands)

Loans from banks and financial institutions (i) 686,053 617,796
Accounts payable 11,143 15,211
Deferred interest 733 1,279
Lease commitments 625 2,092
Others 33 -
Total 698,587 636,378
Less current maturities 133,190 69,123
565,397 567,255
@) Linkage base and interest rate as of December 31, 2001:
Adjusted NIS
Linkage base Interest rate % (thousand)
US.S$ 2.7%-4.5% 367,106
EURO 4.9% - 5.5% 91,799
Pound Sterling 5.4%-55% 224,936
S.A. Rand 5% 2,212
686,053
B. The aggregate maturities of long-term debt as of December 31, 2001, are as follows:
Adjusted NIS
(thousands)
First year 133,190
Second year 14,887
Third year 15,347
Fourth year 15,337
Thereafter 265,802
Undetermined (1) 254,024
698,587

(1) Includes a bank loan of NIS 243 million which the Company placed a deposit of equal amount as

security. The bank agreed to refrain from any repayment demand so long as a deposit of an

identical amount secures the loan.

C. Pledging - see Note 22.
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Elscint Limited
and subsidiary companies

Notes to the Consolidated Financial Statements

Note 18 - Liability for Employee Scverance Benefits, Net

A. Liabilities for employee severance benefits consist of the following:
December 31, December 31,
2001 2000
Adjusted NIS (thousands)
Provision for severance pay 2,735 5,997
Less - deposits in approved funds 1,543 3,776
1,192 2,221
B. In Israel:

Under Israeli law, the Company is required to make severance payments to dismissed employees.
For 64 employees, including officers, the Company exchanges its obligations for severance payment
and pension by payment of premiums to an insurance company under an approved plan. For other
employees, the Company’s liability for severance payment is fully provided for. The deposits in
approved funds include income and linkage increments thereon.

Effective April 1, 1980, the general collective agreement regarding comprehensive pensions in
industry, entered into by the Israeli Industrialists Association, the Histadrut (the General Union of
Labor in Israel) and Mivtachim (pension fund), applies to the Company and its employees referred
to above other than those who have elected not to participate. According to this agreement, the
Company is obligated to contribute to a comprehensive pension program in order to secure a
pension for such employees. The agreement provides that part of the Company’s contributions
operate in lieu of liability to pay severance in respect of the period commencing from the date when
employees joined the program. Full provision has been made in the financial statements for the
liability of the Company for severance payments to such employees prior to their joining the
program.

C. Within the framework of the employee-transfer agreement from EIL and from companies in the
Control Centers Group (“the transferring companies™) to the Group companies (“the transferred
companies”), which was carried out together with the transfer of the rights outlined in Note 30, the
transferred companies undertook to bear responsibility in connection with the employment of these
workers, i.e., the payment of their wages, fringe benefits as well as severance pay. Based on the
agreement, computation of severance-pay also takes into account the service period with the
transferring companies. The transferring companies also agreed to deposit on behalf of the
transferred companies all amounts due to be deposited with the insurance companies and/or pension
funds and/or savings funds and/or in any other way, up to the determining date, in respect of any
labor law or agreement made with the employees. The transferring companies assured the transferred
companies that the deposited amounts would fully cover any severance-pay liabilities due to the
employees in respect of their employment with the transferring companies. Any severance-pay
liability arising subsequent to the determining date would be borne by the transferred companies. As
of the issuance date of the financial statements part of the severance-pay funds and the amounts
deposited by the transferring companies (amounting to NIS 0.7 million) had not yet been transferred
to the name of the transferred companies.

D. Abroad:

A liability of foreign consolidated subsidiaries for severance pay to their employees, pursuant to the
laws of the countries in which these companies reside and the labor agreements in effect, is
ordinarily covered by current payments to government agencies with respect to the voluntary or
involuntary termination of employment, as well as by regular payments to insurance companies for
pension benefits and by the balance-sheet accrual.
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Elscint Limited
and subsidiary companies

Notes to the Consolidated Financial Statements

Note 19 - Share Capital and Stock Options
A. Share capital

Consist of the following:
December 31, 2001 December 31, 2000
Authorized Issued *  outstanding Authorized Issued  Outstanding
Number of ordinary
shares of NIS 0.05
par value 24,000,000 17,468,143 16,690,643 24,000,000 16,690,643 16,690,643

* Net of 25,000 shares returned from recipient.

B. Share Incentive Plan

k]
In October 2001, the Company approved an issuance of up to 850,000 ordinary shares (constituting
5% of the Company's issued and outstanding shares) to directors and employees of the Company,
and also employees of the Europe Israel Group which provide services to the Company.
On December 14, 2001 the Company granted, through a trustee, 365,000, 357,500 and 80,000 shares
to directors of the Company, employees of the Company and employees of EIL respectively.
The vesting of the options will occur ratably over a two or three years period (50% or 33% of the
shares will be released at the end of each year) from the allotment date and subject to the recipients’
continued employment, however, immediate vesting will arise upon a termination of employment
entitling the recipient to severance payment. In consideration of each share, the recipients will pay an
amount equal to the closing price of the Company's shares on the last day of trading prior to issuance
(NIS 15.65 per share).

To finance payment of the issuance proceed, the Company will loan the recipients an amount equal
to the full acquisition price of the shares, bearing interest at 6% per annum and repayable after 5
years from the date of grant not eligible for early repayment. The shares will be used as the sole,
non-recourse security for repayment of the loan. Notwithstanding the foregoing, should a recipient
elect to transfer or to sell any portion of the offered shares vested, the recipient will be required to
provide, as security for payment of the loan, an interest bearing deposit equaling the portion of the
outstanding amount of the loan. Any tax resulting from the interest rate on the loan will be paid by
the Company. However, the Company will not pay tax if imposed in respect of the allotment of these
shares and their eventual sale to third parties.

Each of the recipients shall have voting rights only in respect of vested shares.

In the event that the Company declares payment of a cash dividend, and on the record date for the
payment of such cash dividend, offered shares are held by the trustee for the recipients (including
offered shares not yet vested), then the Company shall transfer to the trustee, in favor of the
recipients, cash dividends in proportion to the amounts of offered shares held by the trustee in favor
of the recipients, after withholding any applicable tax at source. The trustee shall transfer the cash
dividends to the recipients pro-rata to their holdings, regardless as to whether their right to receive
the offered shares has vested.

The outstanding employee shares are as follows:

December 31,
2001
Number of
ordinary shares
Authorized for grant 850,000
Granted during the year (802,500)
Returned 25,000
Balance of shares authorized for grant 72,500
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Notes to the Consolidated Financial Statements

Elscint Limited
and subsidiary companies

Note 19 - Share Capital and Stock Options (cont'd)
C. Stock options -

The Company has a key employee share incentive plan (the “Plan”). Under the terms of the Plan, the
Company is authorized to grant 800,000 options for the total of 800,000 ordinary shares to key

employees.

The exercise price under the options is payable over a period of three years at a price equal to the
average fair market value in New Israeli Shekels (in U.S.$ in the case of grantees outside Israel) on
the month prior to the date of the grant. The options are for a five-year term and are generally
exercisable at the rate of one third of the total grant for each completed year of employment,

commencing one year from the date of the grant.
Details of the options granted are as follows:

Date of granting

May 9, 1995
May 9, 1996
September 24, 1996
July 1, 1997
July 7, 1998

Number of Original

options granted (ii) Exercise price (i)
U.S.$

580,000 9.750

120,000 14.15

10,000 9.250

92,000 8.170

80,000 7.080

1) In 1997, the Board of Directors amended the terms of the Plan in respect of 680,000 options
granted in previous years. According to the amended terms, the grantees are entitled to elect
either to keep the original terms of the option or to reduce the exercise price to U.S.$ 6.3875

and to consider the amended date as the date of grant.

(i) Include 82,000 options which were returned and re-granted.

Stock option activity during the periods indicated is as follows: -

Balance at December 31, 1998
Exercised
Returned to pool

Balance at December 31, 1999*
Exercised

Balance at December 31, 2000 *
Expired

Balance at December 31, 2001 *
* All of the options are fully vested.

Weighted-average
Exercise price

Number of Stock

options U.S.8
410,896 6.57
(342,230) 6.57
(5,000) 7.46
63,666 6.47
(41,000) 643
22,666 6.54
21,666 6.47
1,000 8.17

D. As for the Company’s commitment to maintain a minimal shareholders’ equity - see Note 22.A.6.
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Elscint Limited
and subsidiary companies

Notes to the Consolidated Financial Statements

Note 20 - Income Taxes

A. The provision for income taxes consist of the following:
Year ended December 31,
2001 2000 1999
Adjusted NIS (thousands)
Current 4,536 3,108 14,542
Deferred 615 1,326 486
Over provisions on account of prior years - (3,888) -
5,151 546 15,028
B. Tax laws applicable to the major Group companies in their country of residence
(1) Israel

a. The Company and its Israeli subsidiaries are subject to income tax under the provisions of
the Income Tax Law (Inflationary Adjustments), 1985, which introduced the concept of
measuring results for tax purposes on a real basis, according to the changes in the CPL

b. Under the Law for the Encouragement of Capital Investments, 1959, certain production
facilities of the Company have been granted “Approved Enterprise” (“AE”) status in respect
of various approved plans. Income derived from such AE is subject to reduced tax rates (up
to 25%) for a period of up to 10 years, beginning with the year in which each enterprise first
generates taxable income. As of the balance sheet date one approved plan of the Company is
still eligible for tax exempt. The period benefits will expire in the year 2005. In addition, the
Company’s plant in Ma’alot, was granted a permit for an expansion plan in a scope of
approximately NIS 13 million in a grant route including tax benefits as well as a grant at a
rate of 30% of investments.

Tax benefits in such course allow for tax exemptions on income deriving from the
authorized plant for the initial two years commencing the first year in which the Company
has a taxable income and a reduced tax rate of 25% for the 5 years thereafter.

The benefits granted under these programs are contingent upon the fulfillment of the
conditions stipulated in the law, and the regulations there under and the approval documents
based on which the investment had been carried out. In the event of failure to comply with
these conditions the benefits may be cancelled, and the Company may be require to refund
the amount of benefits, previously received in whole or in part, with the addition of linkage
differences and interest.

A distribution of a cash dividends out of tax-exempt income of the AE would impose on the
Company an additional tax of 25% in respect of the amount distributed.

The said tax addition has not been included in these financial statements due to the Group’s
policy to avoid dividend distribution which may result additional tax to the Group.

(2) US.A

a. A non-U.S. company may (under certain conditions) be deemed for U.S. income tax
purposes as a Passive Foreign Investment Company (“PFIC”) on the basis of an “income
test” and an “assets test”, as determined by the IRS. Once so defined, the U.S. shareholders
may be subject to additional taxes upon the distribution of earnings or assets and/or upon
their realization of their holdings in such a defined company. Following the sale transaction
and due to the Company's entry into other areas of activity, the management of the Company
believes - based on advice received for this matter - that in light of existing indications, it
may not - under the circumstances - be considered as a PFIC. Nevertheless, there is no
certainty that the company's position would prevail with the IRS.
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Elscint Limited
and subsidiary companies

Notes to the Consolidated Financial Statements

Note 20 - Income Taxes (cont'd)

B. Tax laws applicable to the major Group companies in their country of residence (cont'd)

b. US tax laws set limitations on the utilization of carry-forward tax losses in companies

that have undergone a material change in ownership. Accordingly, if the transfer of the
EMI shares to EIL is defined as a material change in ownership of the Company, then the
ability to utilize the accumulated tax-losses of a U.S. consolidated subsidiary against
future income would be limited considerably. No deferred income taxes have been
recorded for those accumulated tax losses.

3 Holland
a. Corporate tax applicable to companies incorporated in the country - 35%.

b. Under the “Participation Exemption”, a dividend received by a Dutch company in

respect of an investment in shares of other companies is exempt from corporate tax in
Holland. A capital gain derived upon the sale of the shares of an investee company
would be exempt from tax, subject to the fulfillment of the following conditions:

(1) The company holds at least 5% of the share capital of the investee.

(2) The investing company and the investee are not investment funds as defined by Dutch
law.

(3) The investment is not held as inventory.

Four additional criteria are required for an exemption in respect of an investment in

foreign companies:

(1) The profits of the investee must be taxed in its country of residence.

(2) The investment is not carried out within the framework of an investment portfolio.

(3) The investee is an active company.

(4) A subsidiary acting as the financier must be active and meet additional conditions.

Capital losses cannot be offset unless the investee had been liquidated, under certain

conditions.

(4)  Jersey

a.

b.

A company with an international commercial activity:

- Income from operating activities is subject to tax at the rate of 30%.

- Income from international activity (including receipt of dividends) would be taxed at
rates ranging from 0.5% to 2%.

- Capital gains would be exempt from tax.

- Dividend received would be subject to tax at rates ranging from 0.5% to 2%.

- Distributed dividend would be exempt from tax.

A company without an international commercial activity:

- Income except for bank interest (if not earned in Jersey), in excess of a fixed annual
amount of pound sterling 600 is exempt from tax.

- Income derived in Jersey except for bank interest would be taxed at 20%.

- Capital gains would be exempt from tax.

- A dividend received would be subject to tax of 20%.

- A dividend distributed from profits gained in Jersey will be entitled to tax credit of
20%.

39
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Elscint Limited
and subsidiary companies

Notes to the Consolidated Financial Statements

Note 20 - Income Taxes (cont'd)

B.

Tax laws applicable to the major Group companies in their country of residence (cont'd)

©)

(6)

()

®)

England
a. A company resident of England:

- Operating income and capital gains would be subject to tax rates ranging from 10%
to 32.5%, subject to the level of profitability.

- Dividends received are exempt from tax.

- No tax credits are given for dividends distributed.

b. A non-resident company having an investment activity in property in England:

- Net rental income from leasing buildings in England would be taxed at 22%.
- Capital gains are exempt from tax.

Belgium

The corporate tax applicable to income of Belgian-incorporated corporation is approximately
40%. Dividend paid out from such income is subject to an additional tax of 25%, other than a
dividend received by companies incorporated in Belgium or in the EU, whose holding rate in
the Belgian company is at least 25%.

Hungary
The corporate tax rate applicable to income (including capital gains) of consolidated
subsidiaries incorporated in the country is 18%. Dividends paid out of these profits are taxed
by an additional 5%, subject to the terms of the relevant treaty for the prevention of double
taxation.

Romania

Corporate income tax is payable by resident legal entities and non-resident entities with
permanent establishments in Romania. The corporate income tax rate is generally 25% but
may be as much as 50% on profits from certain activities. Dividends paid to resident and non-
resident companies are subject to a final withholding tax of 10%, unless reduced double
taxation treaty rates apply for non-residents. Capital gains are generally treated as ordinary
business income.

40
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Elscint Limited
and subsidiary companies

Notes to the Consolidated Financial Statements

Note 20 - Income Taxes (cont'd)

C.

Reconciliation of the theoretical tax expense and the actual tax expense

A reconciliation of the theoretical tax expense, assuming all income is taxed at the statutory rate of
36%, for the years ended December 31, 2001, 2000 and 1999, applicable to the income of companies

in Israel, and the actual tax expense, is as follows:

Earnings before taxes on income as reported in
the consolidated statements of operations

Statutory tax rate

Theoretical tax on the above amount

Theoretical tax effect on losses (earnings)
of non-Israeli subsidiary companies

Tax loss carryforwards from prior years for which deferred taxes
were not created and which were utilized during the current year

Decrease in taxes resulting from

permanent differences - net

Capital gain from sale of investments and assets, net

Increase in taxes, resulting from unrecorded deferred tax, net

Taxes in respect of prior years

Increase (decrease) in taxes arising from differences between
NIS adjusted for tax purpose and for the financial statements

Provision for taxes on income of the Company and
Israeli subsidiary companies
Provision for taxes on income of non-Israeli subsidiary companies

Total provision for taxes on consolidated income of the Company

NEWYORK 804337v1 57318-00001 05/29/02

Year ended December 31,
2001 2000 1999

Adjusted NIS (thousands)
67,669 37,909 5,535
36% 36% 36%
24,360 13,647 1,993
(9,129)  (2,913)  (12,407)
(6,060)  (1,484) -
(10,171)  (7,469)  (16,620)
3,112) (1,442) -
1,131 582 13,262
- (3,888) -
3,770 - 13,442
789 (2,967) (330)
4,362 3,513 15,358
5,151 546 15,028
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Elscint Limited
and subsidiary companies

Notes to the Consolidated Financial Statements

Note 20 - Income Taxes (cont'd)
D. (1) Significant components of the Company’s net deferred tax assets and liabilities are as follows:

; December 31, December 31,
2001 2000

Adjusted NIS (thousands)

Deferred tax assets:

Net operating loss, carryforward 116,020 145,943
Others (i) ' 42,397 57,321
158,417 203,264
Valuation allowance for deferred tax assets (146,210) (191,478)
12,207 11,786
Deferred tax liability:
Excess of tax over book depreciation 18,824 4,694
Timing differences in respect of recognition of finance expenses 938 1,150
Net deferred tax liabilities 19,762 5,844
Net deferred tax assets (liabilities) (7,555) 5,942

(1) Primarily in connection with costs relating to the sale of Businesses transactions, see Note 27.

(2) Deferred taxes are presented in the consolidated balance sheet as follows:

December 31, December 31,
2001 2000
Adjusted NIS (thousands)
Within current assets 32 310
Within non-current assets 9,593 8,999
Within non-current liabilities 17,180 3,367

E. Final tax assessments:
The Company has received final tax assessments through 1998. Some of the Group companies abroad
have received final tax assessments from 1996 to 2000 while some have not yet been assessed since
incorporation.
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Notes to the Consolidated Financial Statements

Elscint Limited
and subsidiary companies

Note 21 - Business Segments (cont’d)

A. Data regarding business segments (cont'd)
Commercial Sub-
and assemblies Venture
entertainment and Capital
center Hotels components (i) investee Consolidated
1999 1999 1999 1999 1999
Adjusted NIS (thousands)
Revenues from sales and
Services - 26,072 313,819 - 339,891
Operating income (loss) 1,852 (8,267) - (6,415)
Unidentifiable expenses
13,371
Total operating loss (19,786)
Financing income, net 28,395
Other income expenses, net (3,074)
Income before income tax 5,535
Income taxes 15,028
(9,493)
The Company’s share in net
earning of affiliated companies 7,670
Net Loss (1,823)
B. Segments classified by geographical markets
Consist of the following:
Revenues from sales and services
Year ended December 31,
2001 2000 1999
) Adjusted NIS (thousands)
Western Europe 115,266 112,374 32,094
Israel 373,721 372,070 303,524
Identifiable assets Capital investment
Year ended December 31, Year ended December 31,
2001 2000 2001 2000
Adjusted NIS (thousands) Adjusted NIS (thousands)
Western Europe 771,526 613,677 143,343 137,852
Eastern and central Europe 205,577 17,390 162,611 9,485
Israel 543,128 423,501 75,984 46,353
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Note 21 - Business Segments (cont’d)
C. (2) a. General
In September 1999, the Company purchased the European hotel division. See note 30.B.

b. Additional information concerning investment in investee companies
(1)  Victoria Hotel C.V. — a limited partnership (“VHCV?”)

The Victoria Hotel in Amsterdam is owned by a limited partnership registered in Holland.
VHCYV is held by a subsidiary of the Company (“VEII”) and an additional company, a
member of the Red Sea Hotels Group — 50% (directly and indirectly) by each party (both
jointly below — “the Limited Partnership”). VHRI - a company owned by the Limited
Partnership - is the general partner in the partnership and manages, by virtue of an agreement
, VHCV’s business.

The limited partners in the VHCV Limited Partnership, which serve as directors in VHRI,
may be held jointly and severally liable for the obligations of the limited partnership.

(2) Euston Road Hotel Ltd. (“ERH”)

The London Shaw Park Plaza Hotel is owned by Euston Road Hotel Ltd. (“ERH”). ERH
(incorporated in the Jersey Islands), is a company wholly owned by a company also
incorporated in Jersey (“ERP”’) 35% of whose share capital is held by B.H., a further 35% by
the Red Sea Hotels Group, and the balance (30%) by a third party (hereinafter — “the
Shareholders™). ERP also holds the shares of the hotel’s operating company (“ERO”).

The shareholders and companies controlled by them are bound by the terms of an agreement
which governs, among other things, the terms of the shareholdings in ERP. The agreement
stipulates that each shareholder is entitled to appoint up to two directors, with each director
having a voting right in proportion to the number of shares held by the shareholder
appointing and proportionally to the number of directors representing that shareholder
present at the meeting with no casting vote being given to the Chairman of the Board or the
Chairman of the General Meeting, as appropriate. Decisions relating to the companies’
budgets require the agreement of all the shareholders. The resolutions of the Board of
Directors and at General Meetings require a majority vote although it has been resolved that
several significant issues require a unanimous decision.

Plaza Hotels Europe Ltd. (“the management company”) has an option to acquire 10% of
ERP’s share capital (owned by the Company and the Red Sea Group, in proportion to their
holdings — 5% each). This is to be in consideration for the provision by it of 10% of total
shareholders’ investments, up to the option exercise date. The option remains exercisable up
to September 30, 2002. Upon exercise, B.H.'s holdings in ERP would be diluted to 30%.
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Note 21 - Business Segments (cont’d)

C.(2)b.

Additional information concerning investment in investee companies (cont'd)

€)

(4)

Q)

Grandis Netherlands Holding B.V. ("'Grandis"')

B.H. holds 45% of the rights in Grandis, a Dutch corporation holding a sublease interest in
the “Sherlock Holmes Hotel”, an operational hotel in London. A further 45% of the
remaining rights are held by a Red Sea Group subsidiary, with the balance of 10% held by a
management company.

The shareholders of Grandis have agreed that the shares held by the management company
would not carry any voting rights. In order to achieve this, the management company has
granted B.H. and the Red Sea Group subsidiary a power of attorney to vote jointly in its
name and in the name of the management company in every shareholders meeting and in
every matter requiring the decision of shareholders. B.H. is entitled to appoint one director
(of two) in Grandis.

Albert Hotel Ltd. ("'Albert")

B.H. holds 45% in Albert, a Jersey-incorporated company which holds the leasing rights of
land on the banks of the London Thames. An additional 45% is held by the Red Sea Group
and the remaining 10% is held in trust for the management company.

The shareholders of Albert agreed that the shares to be held by the management company
would lack any voting rights; therefore, until Albert’s bylaws are modified with consent, the
trustee will act on these shares in accordance with the joint instructions of B.H. and the Red
Sea Group.

Park Plaza Hotel (Sandton) (PTY) Ltd. (“Sandton”)

B.H. owns (through a company incorporated in Holland) 33.3% of the rights in a hotel
operating in South Africa, which is in turn owned by Sandton. The remaining rights are held
(indirectly) by the Red Sea Group and another company (which is a related party to the
management company) (33.3% to each party) (hereinafter together — “the Shareholders™).

The agreement establishing the Dutch incorporated holding company stipulates that each
party has the right to appoint one director and that the resolutions of the Board of Directors
and the General Meetings will be passed by a majority vote;, however, it was resolved that
certain key matters would require a unanimous decision.

The parties to the agreement are entitled to and are liable for in equal shares all the rights and
obligations connected with and/or relating to the hotel, to Sandton and to the hotel’s
operating company, and this includes, inter alia, the obligation to provide credit, guarantees
or shareholders’ capital, as necessary for the acquisition and/or operation of the hotel.
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Note 21 - Business Segments (cont’d)

C. 2)b.

Additional information concerning investment in investee companies (cont'd)

(6)

SC Bucuresti Turism S.A. (“Bucuresti”)

1.

B.H. holds all the rights (in capital, voting and the rights to appoint all directors) in a
company (incorporated in Holland) which holds, indirectly — through a wholly owned
and controlled company, incorporated in Romania (“Domino”) — 66.18% of Bucuresti.
Bucuresti owns a complex including a hotel situated in the center of Bucharest, Romania
(“the Bucuresti Complex™). Bucuresti was purchased through a privatization tender
published by the State Ownership Fund of the Romanian government (“SOF). The
tender procedure was approved by a decision of the Supreme Court of Romania. The
cost of the acquisition of the rights in the complex (including related costs of the
purchase) totaled NIS 140 million.

The acquisition of the rights in Bucuresti was carried out within the framework of a
memorandum of understanding (“MOU”) for the establishment of a joint venture in
which 80% of the rights were to be held by B.H. and 20% of the rights by an unrelated
third party (“Third Party Shareholder”). Based on the terms of the MOU, B.H. is entitled
to receive 100% of Domino’s profits to be distributed as dividends up to an aggregate
amount of U.S.$ 2 million. Income above this amount will be distributed according to
the ratio of holdings (80%,; 20%).

In addition, B.H. has a Put option to demand that the Third Party Shareholder increase its
percentage shareholding (in accordance with the cost of the full investment) from 20% to
a level of 50% for the period and on the conditions as agreed between the parties. The
parties undertook to finance the renovation of the hotel, should this be required. Should
one of the parties not provide the finance in proportion to its share, its holdings will be
diluted based on the mechanism to be agreed.

As a'result of a dispute which has arisen between B.H. and the Third Party Shareholder,
regarding the latter’s failure to comply with its obligations to provide an indemnity to
B.H. relating to certain matters which are pending against Domino and which derive
from events which occurred prior to the execution of the MOU for the purchase of
Bucuresti, B.H. is presently holding back the shares of the Third Party Shareholder (20%)
in Domino as security for compliance with the indemnity obligations made by the Third
Party Sharcholder, such that accordingly on the date of publishing of these financial
statements, B.H. is formally recorded as the holder of 100% of capital and voting rights
in Domino.

The results of this dispute have no effect on the results of operations of B.H. for the year
2001 and/or the amount of its shareholders’ equity as of December 31, 2001.
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Note 21 - Business Segments (cont’d)
C. (2) b. Additional information concerning investment in investee companies (cont'd)
(6) SC Bucuresti Turism S.A. (“Bucuresti”) (cont'd) :

ii.  The acquisition of the controlling rights in Bucuresti, was completed at the end of 2000.
However the approval of the directors nominated by B.H., the registration of Domino as
a shareholder in Bucuresti, and the adoption of additional decisions solely connected
with the transfer of actual control in Bucuresti to B.H., were implemented within the
framework of meetings of shareholders which took place in February and March 2001,
and which were registered with the Chamber of Commerce in April 2001. Therefore,
prior to April 2001 B.H. did not have the ability to manage and control the business
activities of Bucuresti, nor did it have the ability to prevent decisions being taken
against its wishes by the Board of Directors that was functioning at that time.
Consequently, the Company’s investment in Bucuresti on December 31, 2000 was
included at cost.

ui. As of December 31, 2001 applications are pending before the Supreme Court of
Romania, based on procedural contentions only, to cancel the previous decision of a
Romanian court, according to which SOF was obligated to carry out the sale of the
controlling shareholding in Bucuresti under the privatization tender to Domino. These
applications, if accepted by the courts, may result in the cancellation of Domino’s rights
in Bucuresti.
At this stage, B.H. is unable to estimate the outcome of these proceedings and the
possible consequences on Domino’s rights in Bucuresti’s shares. Nevertheless, based on
the opinion of its legal counsel in Romania handling this matter, B.H. is of the opinion,
that even if the results of the claims and the applications pending before the Supreme
Court in Romania are accepted by the Romanian courts, and even if on the basis of such
decision, an order will be made regarding the cancellation of the rights of Domino in
Bucuresti in accordance with the acquisition agreement, Domino will be indemnified by
the SOF for the full consideration of its original investment (including proven damages
for the above acquisition transaction caused to the company in the Group, plus interest).

iv. There is a criminal investigation presently being conducted which relates to events
which occurred prior to the acquisition of control in Bucuresti by B.H., against a
number of former officers of the SOF who were involved in the privatization
procedures and the sale of the Bucuresti Complex to Domino. Notwithstanding the fact
that Domino is not suspected of any criminal acts whatsoever and is not the subject of
these criminal investigations, a “seizure” has been imposed upon Domino’s
shareholding in Bucuresti in accordance with the provisions of the Romanian Criminal
Law, which prevents Domino from realizing the shares until the “seizure™ is removed,
or until a final judgment is given in the criminal proceedings. Two objections which
Domino has submitted against the imposition of the “seizure” have been rejected by the
investigating authorities. On the date of approval of these financial statements, Domino
is in the process of appealing these decisions to the competent authorities in Romania.
The legal advisors of the Company are of the opinion that the process of seizure of the
shares is provocative and has no factual or legal basis. Nevertheless, B.H.’s
management is unable to evaluate, at this stage, the results of these criminal
investigations and their possible effects on Domino’s holdings in Bucuresti.
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Note 21 - Business Segments (cont’d)

C.2b.

Additional information concerning investment in investee companies (cont'd)
SC Bucuresti Turism S.A. (“Bucuresti”) (cont'd)

©)

V.

Vi

Vil.

Prior to the execution by B.H. of its investment in Domino, the Third Party Shareholder
in Domino terminated a certain partnership agreement entered into with an unrelated
third party (“Third Party Claimant”), on the grounds that such Third Party Claimant had
failed to comply with certain fundamental obligations provided for under the
partnership agreement. In consequence of such termination, the Third Party Claimant
has filed a claim against Domino in a Romanian court for payment of a commission in
the amount of U.S.$ 2.5 million, which it alleges are due and payable to it in terms of
the provisions of such partnership agreement to which Domino was a party. In addition,
the Third Party Claimant filed a claim to a Romanian court as a result of which the
Romanian court has imposed an attachment over the Bucuresti shares held by Domino
that prohibits any commercial action connected with these shares. Nevertheless, the
attachment does not prevent Domino from exercising its controlling interest in
Bucuresti by virtue of its holding such shares. Domino has filed various appeals with
the court and an application to cancel the validity of this attachment. The hearings in
respect of these applications have been set for June 2002. For these claims the Company
has received indemnification from a third party (see (i) above).

In Domino’s opinion, on the basis the opinion of its legal counsel , this claim has no
legal or contractual basis whatsoever, and therefore no provision for this claim is
included in the financial statements.

In the framework of an agreement concluded to set up a joint venture company owned
by Bucuresti and a third party, signed prior to the acquisition of Bucuresti by B.H., that
third party undertook to invest in the joint venture company an amount of U.S.§ 27
million, and in consideration Bucuresti undertook to transfer the rights in the Bucuresti
Complex to the joint venture company. As that third party failed to meet its investment
obligations, Bucuresti cancelled the joint venture agreement and submitted an
application to the court to liquidate the joint venture company. At this stage the parties
are engaged in proceedings which relate only to the authority of the Romanian courts to
order the liquidation of the joint venture company, but do not relate to the transfer of
the rights of the Bucuresti Complex to this joint venture company. If Bucuresti is
compelled to transfer its rights in the Bucuresti Complex to the joint venture company,
then the rights in the hotel are liable to be materially prejudiced. B.H.’s management is
of the opinion that this is not likely that as a result of the proceedings, Bucuresti will be
forced to transfer its rights in the Bucuresti Complex to the said joint venture company.

In addition, various additional proceeding are being conducted in Romania, which may
detrimentally affect Domino and/or its sharcholders, in the framework of which it is
claimed that decisions taken at general meetings of Bucuresti’s shareholders were not
validly adopted and are not legally binding. In the context of some of the proceedings,
Bucuresti is required to return all its rights in the hotel and land on which it has built,
and in other proceedings Domino is being sued to return the rights in Bucuresti’s
shares.

B.H’s management is of the opinion, that these claims do not significantly affect B.H.’s
rights in and to Bucuresti’s shares and in the Bucuresti Complex owned by Bucuresti.

51

NEWYORK 804337v1 57318-00001 05/29/02




Note 21 - Business Segments (cont’d)

D.

Supplemental information regarding the sub-assemblies segment

The sub assemblies segment is involved in producing sub-assemblies for Nuclear Medicine ("NM"),
Magnetic Resonance Imaging ("MRI") and Computerized Tomograghy ("CT") systems. This segment
is depended on two key customers. Should the key customers reduce their orders from the company,
such an outcome would have a material adverse effect on this segment results and its financial
condition. The revenues from the sub-assemblies and components segment for the year ended
December 31, 2001 include revenues from two key customers constituting 45% and 19% of the total
revenues, respectively, (2000 - 47% and 19%, respectively).

The production facilities are also dependent on certain vendors for the production of specific sub-
assemblies and components that are integrated parts of the Company’s products. Management is of the
opinion that the levels of inventory which are kept by the Company would be sufficient to cover the
pertod of time required for the Company to establish, if necessary, a second source for such sub-
assemblies and components.

Supplemental Information regarding the commercial and entertainment center

The Company's revenue from commercial and entertainment center in this stage are revenue from
constructing work. For supplemental information regarding the commercial and entertainment center -
see Note 30.C.

Supplemental Information Regarding the Venture Capital Investee -

The Company's investment is carried out through a venture-capital fund, as defined in Standard No. 1
of the Israeli Accounting Standards Board, which deals with the investment and management of high-
tech companies in Israel and abroad. These companies - which have not yet attained financial stability -
are engaged in R&D activities and are mostly still in their initial (start-up) stages of development the
value of the investments is depended on the continuation of the investee companies' activity, which
involves certain risks which derive from the nature of their activities, including uncertainty of the
success of development and marketing of the product. Therefore, it is difficult to estimate objectively
the fair value of most of the investees, due to the lack of a market price. In the fund's management
opinion the fair value of this investee isn't lower than its cost.
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Note 22 - Commitments and Liens on Assets

A. Commitments

)

@)

3)

“

The minimum annual future rental fees under the operating leases, based on prices and terms in effect
at December 31, 2001, including renewal options, for periods subsequent to December 31, 2001, are

as follows:
]

Adjusted NIS

Year Ending December 31 (thousands)
2002 2,697
2003 2,671
2004 2,384
2005 2,350
2006 2,350
Thereafter 569
13,021

As for the commitments in respect of the land leasing fees of the Hotel Division, see Note 21.C.

Total rental expenses under the company's operating leases for the years ended December 31, 2001,
2000 and 1999 were NIS 8,347 thousand, NIS 8,015 thousand and NIS 7,967 thousand, respectively.

As of the balance sheet date, the Company has commitments to purchase raw materials in an amount
of NIS 104 million.

The Company won a tender bid for the acquisition of long-term leasing rights on land in the vicinity
of Ma’alot in the Galilee for a 49-year period, with a renewable option for another 49-year period.
According to the terms of the bid, the Company would establish within a period of three years
(through the end of 2003) and subject to the receipt of construction permits and other approvals, a 650
residential unit recreation village. In addition, within the framework of the terms of the tender bid, the
Company entered into development agreements with the local municipalities and -the Israel Land
Authority. The Company committed to invest U.S.$ 2.3 million (NIS 10.2 million) in respect of long-
term leasing and development of the land infrastructure. The project’s total cost is estimated at U.S.$
45 million. The Company invested NIS 8.3 million (U.S.$ 1.9 million) in the development through
December 31, 2001.

SLS is committed under framework agreements with several entities for the leasing of space in the
commercial and entertainment center, currently under construction, for periods of 10 to 20 years
(mostly 10). The lease agreements executed by SLS with lessees are generally in standard form,
requiring rental fees based on a basic fee per square meter, up to a given level of each lessee’s sales
volume. The leases also included provisions requiring the lessee’s participation in advertising
expenses of the commercial center under construction, management fees etc. The lease agreements
include anchor leases, which entail the leasing of relatively larger spaces.
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Note 22 - Commitments and Liens on Assets (cont'd)

A. Commitments (cont'd)

®)

(©6)

(7)

In February 2001 the general meeting of Company’s shareholders approved its agreement signed with
EIL and EM]I, retroactively from January 1, 2000 until December 31, 2002 for the allocation of (direct
as well as indirect) expenses of the EIL Group internal departments (legal, investments, accounting
and taxation). Each party to the agreement is entitled to terminate the agreement at the end of each
12-month period by giving an advance notice to the effect. Under the agreement, the expenses are to
be divided so that EIL bears 35%, with the Company and EMI, each, 32.5% (a percentage established
by a general estimate of the Group companies’ managements, of the actual utilization rate of these
departments’ services by each of the Group companies on the basis of the results for the first six
months of 2000), unless the actual utilization rate deviates by more than 10% from these percentages.
Should the deviation be more than 10%, the parties would be charged on the basis of actual-cost
allocation.

In connection with the sale of its CT businesses to Philips Medical Systems Technologies Ltd.
("Philips") (Previously Marconi Medical Systems Inc., previously Picker International Inc.), the
Company committed not to make distribution of assets by dividend, by cash or in any kind, including
extraordinary distribution, liquidation or merge or consolidate with another entity unless, (1) in case
of merger or consolidation, the surviving entity assumes the obligation's of the Company to Philips
and (2) in case of a merger, consolidation or distribution the combined net tangible assets will be not
less than: U.S.$ 100 million for fiscal year 2001 and U.S.$ 50 million for fiscal year 2002.
Subsequent to December 31, 2002 there are no restriction on mergers, consolidations, or distributions;
provided, however, should claims be asserted by Philips in excess of U.S.$ 10 million no reduction in
net tangible assets shall occur until all such claims are resolved.

In connection with the sale of its NM and MRI businesses to GEMS, the Company committed to
maintain net worth equal to or greater than U.S.$ 30 million in 2001 decreasing by U.S.$ 10 million
per year through year 2003 and that through the period from the closing date through December 31,
2003, will not make any distribution of assets, including cash and other working capital if the net
worth of the Company immediately after such distribution will not exceed the minimum net worth
amount required for the Company to have for the applicable year.

B.H. was granted an option from the management company, exercisable until June 30, 2002, to
purchase from the management company 33% of its ownership and controlling rights in a company
under its ownership, which was incorporated to acquire the business (including hotel management
agreements, management rights, rights to use trade names, etc.) of the Park Plaza chain in Europe
(hereinafter "the acquired company"). As part of the agreement, B.H. granted the management
company a loan of U.S.$ 5 million, which is convertible into shares of the acquired company (in the
event the option is exercised) or repayable (in the event the option is not exercised). B.H. received no
security for this loan.

The scope of B.H.’s investment may increase by U.S.$ 2.25 million, if and to the extent that this
amount is required for the purchase of other assets by the acquired company. The management
company has an option, exercisable up to the end of one year (through June 2002) or at any time in
the event of disagreement between the parties regarding the management company’s rights, to acquire
the part of B.H., in consideration for the refund of the cost of the B.H.'s original investment.

Note 22 - Commitments and Liens on Assets (cont'd)

A. Commitments (cont'd)
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(8) Hotel management and consultation agreements

a. Hotels in Holland (owned by VHCYV and Utrecht Victoria Hotel B.V. (""UVH")), a hotel in
Belgium (owned by AP) and hotels in England (owned by ERH, Grandis and Alora)

The Management Company owns the concession to use the Park Plaza brand name and to operate
hotels under its management system.

The hotels are directly managed by the management company, in return for an annual fee of 7%
of the operating profit. The companies also share in the necessary expenses incurred by the
management company in the performance of its contractual obligations. Should the companies
sell the hotels owned by them or should the control in any one of them be transferred to a third
party, the companies are to pay the management company an amount calculated as being 7% of
the operating profit of the year preceding that sale or transfer. In such case, VHCV is also to pay
2.5% of any gain derived from the sale of the hotel.

With regard to the hotel owned by AP, it has been agreed that should the operating profit of the
hotel be less than BFR 70,000 thousand (NIS 6,776 thousand) during each of the first 5 years,
then the management company undertook to pay an amount equal to the difference between that
amount and the amount of the actual operating profit. Implementation of this condition has been
postponed by agreement of the parties, and the parties are discussing amending or rescinding this
condition. Accordingly, the financial statements do not include income receivable.

b. Hotel in Romania

Bucuresti entered into an agreement with the management company, in accordance with which the
latter would provide consultation services to Bucuresti in exchange for a one-off payment of
U.S.$ 100 thousand, plus monthly payments of up to U.S.8$ 60 thousand, as well as reimbursement
of expenses, as agreed upon by the parties. This agreement, which may be terminated at any time,
will remain in effect for one year, commencing November 2001, and will be automatically
renewed for an additional year unless either party gives notice to the contrary.

(9) Franchise agreements

Within the terms of the management agreements B.H. Group companies (“the Companies™) were
granted a secondary franchise by the management company permitting the use of the name “Park
Plaza” in consideration for monthly royalties of up to 3% of the gross hotel-room revenues (“the
Franchise Agreement”™).

The Companies undertook to indemnify Park Plaza International and related parties for any claim,
damage or expense incurred by it in connection with the hotels or the performance of Park Plaza
International’s commitments under the agreement. The Franchise Arrangement is to remain in force
throughout the entire period of the management agreements.
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Note 22 - Commitments and Liens on Assets (cont'd)
A. Commitments (cont'd)

(10) Subsidy in respect of participation in hotel-employee wages
Under Belgian law, under certain conditions, companies that create employment opportunities are
entitled to receive a one-off subsidy from the government in the form of a contribution towards the
salary of employees, based on the amount of the investment to create such positions, up to a certain
maximum limit. As of the date of issuance of the financial statements, AP had submitted an
application to obtain a subsidy of BF 51.6 million (NIS 4.995 million). The application has not yet
been approved by the authorities. At this stage there is an on-going dispute between AP and the
Belgian authorities concerning the effective date and the implementation of the above subsidy
regulations. Should the authorities succeed, the terms of the subsidy would thus change and,
consequently, AP would be entitled to a lower amount than the one claimed. AP's legal counsel
estimates that, in any event, AP will be entitled to not less than BF 32 million (NIS 3.098 million).
Despite the above, it is possible that the Belgian authorities may decide that the amount of the grant
paid to AP was indeed too high (see Note 12.C). If it is so decided, this overpayment will be offset
from the subsidy to the employees. Since at this stage the payment of the subsidy is being held back
as collateral for AP’s liabilities to the authorities in respect of investment grants, the financial
statements do not include any revenues in respect of the participation in the wages of the AP hotel
employees.

(11) Domino has an undertaking to invest U.S.$ 1 million during the year 2002 in connection with
environmental matters.

(12) In October 2001 an agreement between B.H. and CDPM, a company controlled by controlling
shareholders of the Company, was approved by the shareholders meeting. In accordance with that
agreement CDPM will provide logistical, planning and supervisory services in connection with the
renovation of the Bucuresti hotel, in exchange for consideration equal to the lower of 5% of the
renovation costs (excluding general and administrative expenses and financing expenses) or 5% of
U.S.$ 30 million.

(13) The company is committed to indemnify its officers and directors at a maximal amount permitted
by law and by its own bylaws, in connection with any act or deed carried out in the discharge of
their duties.

Notwithstanding the above, the Company's shareholders approved in the General Meeting held in
October 2001, the granting of advanced indemnification certificates to officers and directors,
including those acting in its subsidiaries. The total indemnity will not exceed the lower of 25% of
the share capital of the Company presented in the financial statements at the time of the
indemnification, or U.S.$ 50 million, in addition to such amounts, if any, to be paid by the insurers
in accordance with its insurance policy, as exist from time to time, for causes covered by such
indemnification policies. The General Meeting also approved an exemption from liability in respect
to any damage caused to the Company by breach of duty of care committed by officers and
directors.

The directors and officers of the Company are covered by insurance of up to U.S.$ 50 million
within the framework of a joint insurance policy for the EIL Group companies. The Company bears
33% of the insurance cost.

In September 2000 EIL acquired “Run off” coverage for itself, EMI and the Company, up to a limit
of U.S.$ 20 million beyond the coverage of U.S.$ 50 million included in the additional policies, up
to a six-year period. The premium for this coverage would be U.S.$ 0.81 million for the entire six
years (33% for each company). This insurance covers officers in respect of events occurring prior
to this date so long as unreported and unknown in May 1999.

Note 22 - Commitments and Liens on Assets (cont'd)

A. Commitments (cont'd)
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(14) Regarding agreement with customer
See Note 11.A.2.

B. Liens and collaterals

(1) To secure a credit of about NIS 486 million that the Company received from a bank in Israel, the
Company undertook to comply with covenants which include, inter alia, an undertaking to the bank
regarding the maintenance of a minimum ratio of the Company’s shareholders’ equity during the
period the credit to its total assets. To secure the credit that it received, the Company granted the
bank for the period of the credit, a fixed first charge unlimited in an amount, and an assignment by
way of a charge on deposits and securities totaling NIS 240 million. The Company undertook to
pledge in favor of the bank the B.H. shares and shares of subsidiaries owned by it as demanded by
the bank. At the time of approving these financial statements, the Company is at an advanced stage
of providing this collateral. In addition, the Company undertook not to create charges (current
and/or fixed of any degree) in favor of third parties on its existing or future assets, without
receiving the bank’s approval (excluding charges on new assets and/or projects —in favor of the
party financing the acquisition and/or execution and/or in the event of refinancing). The Company
also undertook to provide additional collateral, as detailed in the agreement, including: first or
second tier charges on assets and rights, that it will purchase with the proceeds of all advances
provided under the terms of the facility. Should the Company not comply with the financial
covenants in whole or in part, or on the occurrence of certain events specified in the agreement, the
bank will be entitled to demand immediate payment of these credits.

(2) To secure a subsidiary company’s liability to the Bank of NIS 126 million, the Company granted, in
addition, specific charges on deposits and investments held in banks, whose balance as of December
31, 2001 was NIS 63 million.

(3) Approximately NIS 15 million of the Company’s deposits are used as collateral for bank letters of
guarantee totaling approximately NIS 22 million which a bank provided in favor of financial
institutions. (See Note 29 K).

(4) Astrid Park Plaza N.V (“AP¥)

As security for a credit-line provided to a supplier of AP by a local bank, AP deposited with the
bank BF 31,261thousand (approximately NIS 3,316 thousand). The amount of the deposit was
offset from the supplier’s trade accounts payable balance for which the bank guarantee had been
provided.
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Note 22 - Commitments and Liens on Assets (cont'd)

B. Liens and collaterals (cont'd)

(5)  Victoria Hotel C.V. ("VHCV") and Utrecht Victoria Hotel B.V ("UVH'")

To secure amounts received under a loan agreement, designated for refinancing hotel activities,
between VHCV, VHRI, UVH and Mandarin Hotel B.V. (a company in the Red Sea Hotel
Company), as joint and several borrowers (“the Borrowers”) and Depfa Bank AG (“the Bank™), the
Borrowers received a loan of Euro 56.7 million. The shareholders of the Borrowers (VEI, VEII and
VEIII) provided a guarantee to the Bank to secure the liability of each of the Borrowers to it.
According to the agreement between the Borrowers and their shareholders, Euro 49.9 million out
of the total loan amount was designated for the hotels owned by VHCV and UVH, and the balance
of Euro 6.8 million was earmarked for Mandarin Hotel B.V.

As security for repayment of the loan, the Bank was granted, among other things, a first ranking
mortgage on the Victoria Hotel, Utrecht Hotel and Mandarin Hotel properties and a first-tier lien
on all the moveable property located thereon; a first-tier lien on the Borrowers’ rights under
existing rental agreements; rights under insurance policies covering the real estate; rights under
management agreements; issued share capital (including accompanying rights) and rights in certain
bank accounts.

In addition, the Borrowers subordinated to the Bank that all sharcholder loans to rank after the
bank’s loans and undertook not to pay the shareholders’ loans without the Bank’s consent.

The borrowers and the guarantors signed a mutual-indemnification agreement, according to which
the Mandarin Hotel Company and VEI (its shareholder) would indemnify VEII, VEIII and the
Borrowers (not including Mandarin) for any amount borne by VEII and VEIII in respect of that
guarantee. It was also agreed between VEI and VEII that they would both indemnify each other for
any expense incurred by either one of them which exceeds 50% of the amount due in respect of the
loan.

(6) Euston Road Hotel Ltd. (“ERH”)
To secure its liabilities under a loan agreement, ERH granted the following liens in favor of the
Bank: a first mortgage on its real estate and moveable property, including a first-tier lien on rights
to use the trade name of Park Plaza, insurance rights connected to real estate, rights under
management agreements, the issued share capital of ERH and ERO, rights in certain bank accounts
and goodwill; a floating lien on all ERH's assets; the subordination of all shareholders’ loans to the
demands of the bank.
In addition, the Bank obtained from the Red Sea Hotels Group a guarantee for the repayment of the
credit-line up to pound sterling 5 million EIL undertook to indemnify the Red Sea Hotels Group
for up to half of that guarantee, if ever called.
As security for an additional line of credit granted to ERH by the Bank, EIL and the Group jointly
and severally provided a guarantee of up to the line’s ceiling of pound sterling 2.25 million (U.S.$
3.4 million). In addition, as security for a credit-line granted by other Bank to ERH and Alora (see
item 7 below), EIL provided the Bank a guarantee of pound sterling 0.25 million (U.S.$ 0.4
million).

58
NEWYORK 804337v1 57318-00001 05/29/02




Note 22 - Commitments and Liens on Assets (cont'd)

B. Liens and collaterals (cont'd)
(7)  Alora Hotel Ltd. (“Alora”); Grandis Netherlands Holding B.V. (“Grandis”)

In order to secure loans received by Alora, Grandis and Albert (“the Companies™), the Companies
also provided the banks first-tier (fixed and floating) liens on all their assets, including land,
moveable property, goodwill and intangibles. In addition, a lien has been granted over the shares of
the investee companies by their shareholders. The Companies also undertook not to refrain dispose
of the secured assets.

Furthermore, the Companies agreed that all of liabilities due them would be subordinated to the
bank loans. The Companies also gave covenants and undertakings with respect to, inter alia, the
scope of the development and date of completion, and meeting certain performance milestones by
certain deadlines; concerning the sale of assets, amendments to the articles of incorporation,
modification in their holding structure, carrying out transactions not in the ordinary course of
business, management of operations other than the hotels, issuance of additional shares, minimal
shareholders’ equity (including shareholder loans), transactions with related companies, dividend
distribution, repayment of shareholder loans, rights stemming from management agreements, rights
in certain bank accounts, ratio of shareholders’ equity to the project’s cost, ratio of net income to
current bank loan, occupancy rate, average room price etc., during the entire credit term.

The Company is guarantor for Alora’s undertakings under the loan agreement up to an amount of
pound sterling 1.25 million or 2.5% of the cost of constructing the hotel whichever higher.

(8)  Albert Hotel Ltd. (“Albert”)

In order to secure Albert’s liabilities to the financing bank, Albert and the operating company
granted a first mortgage (fixed and floating) on all their assets, including rights in real estate,
movables, agreements, goodwill, etc. In addition these two companies assigned their rights under
the leasing agreements. Albert’s shares were pledged to the bank and its liabilities were
subordinated to the repayment of the bank loans.

(9)  Park Plaza Hotel (Sandton) (PTY) Ltd. (“Sandton”)

To secure its liabilities to a bank, Sandton granted a first mortgage on the hotel as well as a charge
on its moveable property.

Following a dispute that arose between the financing bank and Sandton, regarding the rate of
interest on the loan and the due dates of its repayment — the parties formulated a compromise under
which the balance of the accrued interest up to the date of signing the compromise agreement will
be reduced, the rate of interest on the loan for a period of two years (up to 2003) will be reduced
significantly in relation to the rate of interest prevailing in the market, and the loan will be
rescheduled for a period of 10 years. B.H’s shares in the profit accruing to Sandton as a result of
implementing the compromise agreement is NIS 940 thousand.

To guarantee performance of the agreement Sandton’s shareholders will make a deposit in the bank
in Sandton’s name, of which B.H.’s share in this totals NIS 733 thousand. Should Sandton violate
this agreement, the deposit will be forfeited and concurrently the bank will be entitled to foreclose
on the hotel to recover the balance of the loan.
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Note 22 - Commitments and Liens on Assets (cont'd)

B. Liens and collaterals (cont'd)

(10) Andrassy 25 Kft. (“Andrassy”)

(11)

In order to secure payment of half the proceeds (of HUF 220 million) to the local municipality,
Andrassy mortgaged its entire land in favor of that municipality. Andrassy is taking steps to cancel
the mortgage as it has paid the full proceeds to the municipality.

SC Bucuresti Tourism SA (*Bucuresti”) »

The Company granted a first-tier lien on a bank deposit of U.S.$ 14 million and on the rights and
income deriving from it in order to secure borrowings of U.S.$ 28 million from a bank that the
controlling shareholder in Domino (“BEE”) obtained, to finance its investment, indirectly through
Domino, in 66.18% of the rights in a hotel complex in Romania.. In addition, BEE granted a fixed
lien on the Domino shares that it owns and a floating lien on all of Domino's assets and a lien on
the Bucuresti shares. The Company undertook to grant a lien on BEE shares that it owns and a
floating lien on BEE’s assets. The bank received a commitment that no changes in the company’s
ownership and control structure would take place throughout the entire credit term. In addition, the
Company provided a guarantee, unlimited in time or amount, to secure BEE’s bank loans. The
bank restricted its right to realize this guarantee, by linking it to the terms of the realization of the
Bucuresti shares owned by Domino (except for certain instances stipulated in the agreement).

Note 23 - Income from Sales and Services

Consist of the following:

Year ended December 31,
2001 2000 1999

Adjusted NIS (thousands)

Sale of systems - - 8,974
Sale of sub-assemblies (i) ' 376,475 365,141 304,845
376,475 365,141 313,819
Operating and managing hotels:
Rooms 88,561 65,788 16,581
Food and beverage 34,526 27,880 7,943
Rental of commercial areas’ 5,190 3,764 891
Other services 4,968 4,064 657
133,245 101,496 26,072
Revenue from contracts 9,598 19,125 -
519,318 485,762 339,891
(i) Sales to key customers - see Note 21.D.
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Note 24 - Cost of Sales of System and Services

Consist of the following:

Cost of systems and sub-assemblies
Materials and components consumed
Salaries, wages and employee benefits

Other manufacturing expenses
Depreciation and amortization

Decrease (increase) in work in process
Increase in finished products and spare - parts

Cost of hotel operation
Salaries, wages and employee benefits

Food beverage and other hotels consumption
Other hotels operation expenses

Cost of contracts

Sub contractor
Salaries, wages and employee benefits
Other

Total

NEWYORK 804337v1 57318-00001 05/29/02

Year ended December 31,
2001 2000 1999
Adjusted NIS (thousands)

287,189 292,504 230,987
38,160 40,783 39,771
13,593 14,827 14,393

3,035 4810 4987
341,977 352,924 290,138
5,123 9,372) 19,020
(2,379) (2,436) (1,296)

344,721 341,116 307,862
47,981 37,152 11,006
13,219 6,353 1,778
30,535 22,155 5,693
91,735 65,660 18,477

6,187 16,009 -
776 1,045 -

34 78 -
6,997 17,132 -
443,453 423,908 326,339
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Note 25 - General and administrative expenses

Salaries, wages, employee benefits and director fee
Depreciation and amortization

Office, rental and maintenance

Professional experts

Others

Note 26 - Finance Income (Expenses) - Net

Finance income:

Interest from deposits

Income from loans, customers, marketable securities
and others

Gain from Forward contract

Finance expenses:

Interest:

On short-term credits

On long-term debts

Loss on Forward contracts

Exchange gain (loss), net

*  Net of loans erosion in hyperinflation environment.
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Year ended December 31,
2001 2000 1999
Adjusted NIS (thousands)

15,311 16,603 6,731
1,399 1,639 3,326
2,759 3,225 7,188
7,838 5,400 3,681
9,018 6,827 2,153

36,325 33,694 23,079

Year ended December 31,
2001 2000 1999
Adjusted NIS (thousands)
25,061 47,243 31,155
11,020 7,612 34916
- - 3,665

36,081 54,855 69,736
9,488 23,480 15,925

(8,788) 7,310 5,614

- 25,463 -

700 56,253 21,539
26,903 (16,193) (19,802)

62,284 (17,591) 28,395
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Note 27 - Other Income (Loss), Net

Year ended December 31,
2001 2000 1999
Adjusted NIS (thousands)

Gain (loss) from sale of businesses (i) 16,155 (26,362) (11,019)
Gain from sale of affiliated company - 73,243 -
Amortization of investment in investee companies (12,211) - -
Gain on disposal of subsidiary companies - - 505
Royalties from affiliated company - 3,462 5,279
Gain (loss) from sale of fixed assets, net (453) 172 3,061
Management fees 305 585 158
Others, net (3,046) 964 (1,058)
750 52,064 (3,074)

(1) In November 1998 the Company and its consolidated subsidiaries sold the net assets, intangible assets,
R&D, service and distribution deployment and part of the manufacturing operations in Israel and abroad in
connection with the NM and MRI to GEMS and CT to Philips in consideration of U.S.$ 369.5 million
subject to certain adjustments.

According to the sales agreement the acquiring companies assumed part of the liabilities, commitments
and obligations of the Company (such as: customer service contracts, certain leased agreements and part of
the obligation to pay royalties to the Office of Chief Scientist ("OCS") in Israel, with respect of his
participation in R&D).

In 1999, the Company signed compromise agreements with GEMS and Philips in respect of the matters in
dispute that arised until the date of the agreement. In 2001, the Company and Philips signed a second
compromise agreement with respect to all the matters that arised until the date of the second agreement.

The gain (loss) from sale of businesses includes results of the compromise agreements, other expenses
related to the sale transaction and offset of provisions previously accrued.
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Note 28 - Earnings Per Share

A.

Adjusted net earnings (losses) used in the computation of basic eamings per ordinary share
(NIS 0.05 par value):

share:

Year ended December 31,
2001 2000 1999
Adjusted NIS (thousands)
54,472 40,922 (1,898)
Weighted number of ordinary shares (NIS 0.05 par value) in the computation of basic earnings per
Year ended December 31,
2001 2000 1999

Number of ordinary shares

16,726,855 16,690,643 16,649,643

In order to examine that the exercise of convertible securities is reasonable, the present value of these
securities was computed according to a discount rate of 6.5% (December 31, 2000 - 6%, December 31,
1999 - 5% for securities linked to the U.S.$.

There

is no material difference between the basic and fully diluted earnings per share.

Note 29 - Contingencies

A.

The Company and subsidiary companies are involved in litigation arising out of the ordinary course of
business. Although the outcome of such litigation is uncertain at this time, management believes that
the outcome of such litigation will not have a material adverse effect on the financial position of the
Company.

(1)

On September 8, 1999, the Company was served with a claim and a motion for recognition of the
claim as a representative claim. This claim was filed against the Company, EMI, (the company's
parent company), Elbit Medical Holding Ltd., Elron and six former directors of the Company.
The motion was filed on behalf of all persons who were minority shareholders of the Company at
the date of submission of the claim, as well as all minority shareholders of the Company who held
Company’s shares on February 18, 1999. The main allegation of the claim is that EMI, through
the actions of the former directors of the Company, caused discrimination of the minority
shareholders.

The requested relief is approximately U.S.$ 603 thousand for the plaintiff and approximately
U.S.$ 158 million for the damages to the represented group, plus legal expenses.

Following the Court's decision in the claim mentioned in clause B.2. below, the parties agreed to
postpone the hearing of the case until a final decision will be given on the plaintiffs appeal in the
other claim, as stated in clause B.2. below.

Management, based on a legal advice received, is of the opinion that the ultimate outcome of this
claim, the request for recognizing the claim as a representative claim and the effect, if any, this
may have on the Company can not be estimated at this stage.

Note 29 - Contingencies (cont'd)

@)

On November 2, 1999, a claim and a motion for recognition of the claim as a representative claim
were filed against the Company, EMI, Elbit Medical Holdings Ltd., EIL, (indirect parent
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company of the Company), Control Centers, Marina Herzlia Limited Partnership 1998, Elron and
25 past and present directors in the above companies. The motion was served on behalf of those
who held shares of the Company on September 6, 1999, and continued to hold such shares on the
date of the claim, excluding the respondents.

The claimants allege that the minority shareholders of the Company have been discriminated as a
result of the various activities carried out by its controlling shareholders and its Board of
Directors. The remedy which has been requested by the claimants is that EMI be compelled to
execute the alleged buy-out shares at U.S.$ 14 per share. Alternatively, the Company and/or EMI
and or other shareholders in the Company be compelled to purchase the claimants’ shares in the
Company according to an external valuation, or alternatively that the claimants be paid
compensation for the damages which they allegelly suffered and the annulment of certain
transactions with controlling parties.

On August 16, 2000, the District Court of Haifa dismissed the Application to recognize the claim
as a Representative Claim. Notwithstanding the above, the claim itself remains. Some of the
plaintiffs filed applications to the Israeli High Court for permission to file an appeal on this
dismissal. In addition, the Government's Attorney General submitted his supportive position with
the plaintiffs allegation to the Court. Following the company's claim that the Court's fees are
inappropriate to these type of claim, on August 3, 2001, the Court ordered the Plaintiffs to pay
Courts' fees in respect of some parts of the claim, in the sum of NIS 20 million not later than
September 10, 2001, otherwise their applications will be deleted, in respect to those parts of the
claim for which the fees would not be paid. Following a request by the plaintiffs the Court
decided to postpone the payment of the fees until further decision. A hearing pertaining to this
issue was scheduled for April 25, 2002,

Management, based on a legal advice received, is of the opinion that the ultimate outcome of the
claim and the effect, if any, this may have on the Company, can not be estimated at this stage.

C. The Company is named in a number of lawsuits and other claims filed by distributors - some of them
without stipulated amounts, and some in an aggregate amount - totaling U.S.$ 80 million, as
compensation for damages allegedly caused by the breach of agreements by the Company, in
connection with the sale transaction in 1998. At this stage, the Company's legal counsel cannot
estimate the outcome of these law suits and claims. However, the Company has included in its financial
statements provisions which - in management's opinion, at the date of issuance of the financial
statements based, inter alia, on its legal counsel for this matter and on its past experience, are
considered adequate to cover the costs and resources necessary to resolve the obligations under these
claims.
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Note 29 - Contingencies (cont'd)

D.

(I) A subsidiary company was served with a civil lawsuit in which the plaintiff is claiming mainly

to rescind the service agreement, annul credit instruments as well as to obtain an
indemnification for losses and damages arising from the equipment purchase agreement. The
total sum of the claim is approximately U.S.$ 2 million. Management, based on a legal advice
received, is of the opinion that the outcome of the civil claim cannot be predicted at this time.
In addition to the civil action the plaintiff submitted its dissatisfaction with the dismissal of the
criminal incident report against the subsidiary company. As a result the State Prosecution
Office ordered a new examination by an expert to verify the plaintiff's allegations. On
November 19, 2001 the court determined the dismissal of the criminal case.

(2)  The Company is a defendant in several claims filed by customers who previously purchased
medical equipment from the company (including some demanding the cancellation of sales and
service agreements) totaling approximately U.S.$ 3 million. These claims include mainly
alleged damages caused to medical equipment acquired from the Company.

The financial statements of the Company include provisions, which, in management's opinion, at the
date of preparation of the financial statements, based on the advice of its professional counsel for this
issue and on its past experience, were sufficient to cover the costs and resources required for settling
these claims.

On February 2, 2000 the Company received an attorney’s letter, claiming damages in the sum of
U.S.$ 3 million due to an alleged incorrect results of a test performed by a CT system. The Company
does not believe that the amount of damages claimed by plaintiff can be substantiated. Up to the
issuance date of these financial statements, no claim had been filed against the Company in connection
with this event. According to management opinion this case is covered by the insurance policy and is
handled by it's insurance company.

The Insurance Company legal counsel does not predict any liability and/or exposure in this event,
therefore the financial statements do not include any provision in respect of this claim.

The Company and Philips were involved in various disputes pursuant to the Sale transaction from
November 1998, including, accounts and notes receivable, indemnity claims regarding the OCS and
other expenses. In October 2001, the parties formulated a compromise agreement with respect to the
matter in dispute.

A lawsuit has been filed against Andrassy, a Hungarian Company held 50% by a subsidiary company,
which exercised an option granted by the Municipality of Budapest District IV, to purchase from the
latter the National Ballet Institute Building in Budapest, which it intends to renovate and convert into a
hotel, and against the Municipality of Budapest District IV. The claimant alleges that the acquisition of
the property by the subsidiary company is invalid inasmuch as the claimant did not receive a written
notification of the sale advising him of the right of first refusal to acquire a proportionate part of the
building in terms of the provisions of applicable laws. At the trial held in January 2002, the lawsuit has
been refused.
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Note 29 - Contingencies (cont'd)
H.  Regarding proceedings which are currently pending in Romania against subsidiaries, see Note 21.C.

L The Company is required to pay royalties to the OCS in respect of sales of products developed with

grants provided by the latter. The royalties are computed on the sales volume of these products at
percentages ranging from 1% to 5% up to the aggregate amount of the grants. The Company received
correspondence from the OCS, requesting the furnishing of certain data in order to ascertain its
obligation in respect of royalties due to the OCS.
The liability to the OCS in respect of the sale of the MRI operations to GEMS, determined at U.S.$ 11
million, and was allocated at 60% to the Company and 40% to GEMS. In addition, it was agreed that
the NM and MRI technologies, products and components would not be transferred out of Israel unless
GEMS first seeks OCS approval. Pursuant to the agreement between the Company, GEMS and the
OCS, the Company undertook - should GEMS sell MRI products containing certain know-how and
components financed with the assistance of the OCS pay the OCS royalties in excess of US.$ 1.5
million. The Company received a written notification from the OCS, requiring details concerning the
allocation of the proceeds received from GEMS, in connection with the sales transaction, to the MRI
project, based on which the royalties had been computed.

EMI and Elron Ltd. notified the Company that the outcome of the settlement of their disagreement
with the OCS in connection with the sale of Elron’s holdings in the Company does not impose any
additional cost to the Company.

J. The allocation of the proceeds in respect of the sale transaction, between the Company and its
subsidiaries is based on an estimate of the assets' fair value (both tangible and intangible) sold by each
one of the companies; based on separate negotiations held with each selling Group company; and on the
basis of the provisions stipulated in the sales agreement. A different method of allocation may cause the
Company and its subsidiaries additional liabilities and/or expense. Company's management believes
that the estimates used as the basis for this allocation of proceeds are adequate under the circumstances.

K. Regarding several sales which were performed by the Company prior to 1998 sale transaction, the
Company is guarantor of customers' ultimate remittances to financing institutions. At December 31,
2001 the Company was contingently liable for NIS 21,537 thousand as a result of such guarantees.
Additionally, the Company has agreed, under certain conditions, including default by customers, to
repurchase equipment from third party lessors.
At December 31, 2001 the Company was contingently liable under these agreements to repurchase
equipment for NIS 4,879 thousand.
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Note 30 - Transactions with Related Parties

A. 1) Balances with interested and related parties
December 31,
2001 2000
Adjusted NIS (thousands)
Assets
Accounts receivables - 9,625
Other receivables 18,100 13,130
Investments in loan - 18,947
Long term receivables 6,740 3,185
Liabilities
Accrued liabilities and deferred income 2,610 5,948
Advance from customer in respect of project in progress, net 1,444 11,042
Others ‘ - 184
2) Transactions with related parties
Year ended December 31,
2001 2000 1999
Adjusted NIS (thousands)
Sales 9,598 108,698 101,594
Purchases - 216 2,479
Management fees income 305 585 158
Management fees expenses 2,391 1,234 -
Royalties - 3,462 5,279
Financial income (expenses), net 3,696 1,208 (3,442)
Benefits including salary and related costs
to interested parties 2,370 3,193 336
Participation in expenses 6,245 3,246 -

B. Acquisition of the Hotel Division

In September 1999, the Company acquired, from a company controlled by EIL (“the Seller”), Bea
Hotels N.V., (a company incorporated in Holland), which holds hotel operations (active hotels or under
construction), in exchange for U.S.$ 64 million in cash, plus the assumption of liabilities related to this
activity, in the aggregate amount (net of monetary assets) of an additional amount of U.S.$ 90 million.
Since the above transaction constitutes a transaction between jointly controlled companies, the
Company’s shareholders’ equity had been reduced accordingly by approximately NIS 160.5 million, an
amount reflecting the difference between the proceeds paid to the Seller in respect of acquisition of the
shares plus the assumption of the loans and the value of these assets in the books of the Seller, at the
transfer date, in accordance with the Israeli Securities Regulations (Transactions Between a Company
and a Controlling Party in the Financial Statements), 1996.
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Note 30 - Transactions with Related Parties (cont'd)

C.

Acquisition of the entertainment and commercial center

In September 1999 a subsidiary of the Company ("SLS") signed an agreement with the Herzliva
Marina Limited Partnership (“the Partnership™), and Herzliya Marina (Holdings) Ltd. (“the Limited
Partner”) — a company in which Control Centers Ltd. holds a majority of the management, as well as
voting, rights. Pursuant to the agreement, SLS acquired the commercial and entertainment center
being constructed by the Partnership at the marina for U.S.$ 42 million. Completion of the transaction
is contingent upon the transfer of the real estate, registration in the name of the purchaser and receipt
of approval from the land appreciation tax authorities to carry out the transaction. As of the issuance
date of these financial statements, final assessments have been received from the land appreciation tax
authorities but the land has not been transferred to SLS. To secure the Partnership’s commitments
under the above agreement, 90% of the proceeds were deposited in trust until satisfaction of all the
obligations under this agreement.

Pursuant to this agreement, SLS entered into an agreement with the Partnership, according to which
SLS would serve as a subcontractor for the Partnership to complete specified site-development works
at a cost of U.S.$ 7 million. As agreed, the Partnership paid the entire amount (U.S.$ 7 million) as an
advance for the project by way of offset from the proceeds. To secure the commitment of SLS to the
Partnership to execute the site development works, SLS undertook to provide an independent bank
guarantee of U.S.$ 7 million, which will reduce every six months in relation to the progress of the
works. Upon completion of the works, a bank guarantee of U.S.$ 0.7 million to be provided, covering
the six-month period from the completion of the foundation work until its transfer to the partners.
These guarantees have not yet been provided.

B.H. receives, from time to time, aviation services from Jet Link Ltd. (a company controlled by
Control Centers) in exchange for a payment based on the latter’s price list, net of a discount of 5%.

The Company leases office space from Control Centers at market prices.

Commitments - see Note 22 A.

Liens and collaterals - see Note 22.B.

For information regarding agreement for employee - transfer from EIL and from companies in the
Control centers group - see Note 18.C.

As for shares allotted to interested parties and loans provided for their purchase - see Note 19.B.
The Group companies carry out credit, deposit and management of security portfolio transactions with
bank, which interested party in the Company. Since these transactions are carried out during the

ordinary course of business and under customary market terms and conditions, no segregation has been
made in respect thereof and no disclosure has been provided in the financial statements.
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Note 31 - Financial Instruments
A. Fair value of financial instruments

The Company’s financial instruments include monetary assets (cash and cash equivalents, short and
long-term deposits, trade accounts receivables, marketable securities as well as other receivables and
current assets) and monetary liabilities (short-term borrowings, long-term liabilities, trade accounts
payables as well as payables and other current liabilities). Due to the nature of the financial
instruments included in working capital, their fair values approximate those presented in the balance
sheet.

While it is difficult to estimate the fair value of many accounts as well as notes receivable bearing
different maturity dates and interest rates in the different countries in which the Group companies are
active. Nevertheless, the Group companies’ management estimates that the fair value of these accounts
and notes is not lower than their book value.

The fair value of trade accounts receivable, deposits and long-term liabilities is ordinarily based on the
present value of future receipts and disbursements, discounted by the interest rate applicable to the
Company’s lending or borrowing activities under similar terms as of the balance sheet date, and it is
not less than the one presented in the financial statements.

As for the presentation of long-term balances not under market conditions - see Note 2.R.
Derivative financial instruments having an active market were valued based on market value.

B. Assets included in investment and loans that their fair value differs from the value presented in the
balance sheet are as follows:

December 31, 2001
Adjusted NIS (thousands)

Carrying
amount Fair value
Permanent investments in marketable securities 38,560 17,550
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Note 31 - Financial Instruments (cont'd)

C. Concentration of credit risks
Cash and amounts on deposit in Israel and abroad are deposited in banks.

Investments in marketable securities - see Note 5, are exposed to market-price fluctuation. Such
changes may have an impact on the value of these investments upon realization.

Due to their nature, the Group companies are not materially exposed to credit risks stemming from
dependence on a given customer, other than the sub assemblies and components segment (see Note
21.D). The Group companies examine on an ongoing basis the volume of the credit extended to their
customers and, accordingly, record a provision for doubtful accounts based on those factors affecting
credit risks of certain customers in the opinion of these companies’ management and the business
consultants engaged for that purpose.

As security for contingent liabilities of the Company arising in connection with loans received by
former customers from foreign banks, the Company provided bank guarantees totaling NIS 21.5
million (see Note 22.B.3).

Interest rate risks
As for interest rates - see Notes 4, 5, 10, 14, 17,

Exchange rate risks
As for exchange rates - see Notes 4, 5, 10, 14, 17.
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